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Office of the Superintendent Bureau du surintendant 
of Financial Institutions Canada des institutions financiéres Canada 
Superintendent Surintendant 


Ottawa, Canada 
K1A OH2 


To the Honourable the Minister of Finance 


Dear Minister: 


Pursuant to section 25 of the Financial Institutions and Deposit 
Insurance System Amendment Act, I am pleased to submit my 
OLEICelS first annual ‘report. 


The report covers the period from July 1987, when the Office of 
the Superintendent of Financial Institutions was established, to 
August 1988. It thus provides an overview of the new 


Organization and gives us the opportunity to report on current 
developments and events. 


Yours sincerely, 


MAM archer. 


Michael A. Mackenzie 


Ottawa, October 1988 
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(613) 990-7788 
(Fax: 613-952-8219) 
In Toronto 
Executive Offices 
150 York Street 

8th Floor, Suite 812 
Toronto, Ontario 
M5H 3485 

(416) 973-6662 
(Fax: 416-973-7021) 


Regional Office 
University Avenue 


yato, Ontario 


4.2101 
73-8966) 


OFFICE OF THE SUPERINTENDENT 
OF FINANCIAL INSTITUTIONS 


Executive Committee 


Superintendent 

Deputy Superintendent, 
Insurance and Pensions 

Deputy Superintendent, 
Regulatory Policy, Planning 
and Resources 

Deputy Superintendent, 
Deposit-Taking Institutions 

Executive Director 

Senior Legal Counsel 


Director, Communications and 
Public Affairs 


In Montreal 


Complexe Guy-Favreau 


200 René Lévesque Boulevard West 


West Tower, Room 909 
Montreal, Quebec 

H2Z 1X4 

(514) 283-4836 

(Fax: 514-496-1726) 


In Winnipeg 

Lakeview Square One 

155 Carlton Street, Suite 307 
Winnipeg, Manitoba 

R3C 3H8 

(204) 983-4140 

(Fax: 204-983-7423 ) 


In Vancouver 

800 Burrard Street 
Vancouver, British Columbia 
V6Z 2G7 

(604) 666-5335 

(Fax: 604-666-6717) 


Michael A. Mackenzie 
Robert M. Hammond 


Suzanne Labarge 


Donald M. Macpherson 


Robert M. Emond 
Ursula Menke 
Nancy A. Murphy 


A Message from 
the Superintendent 


financial sector. These changes have had a significant impact on 

Canadian financial markets and have brought with them new 
challenges and opportunities for our financial institutions. It is now of 
critical importance that our financial institutions be able to adapt readily 
to changing circumstances so that they can compete strongly in global 
markets. By and large, they have met the challenge because they are 
managed competently and with integrity. 

The pace of change in the financial services sector is not likely to 
diminish. In the past year alone we have seen banks acquire securities 
subsidiaries, trust companies increase their competition for deposits, life 
insurance companies bring in new products, property and casualty 
insurance companies address concerns about their strength, and more 
attention paid to the adequacy of pension plans. Although the market 
meltdown in October ’87 affected the bottom lines of financial 
institutions, it did not materially affect their long-term health. This fact 
on its own indicates the degree to which Canadian companies have 
succeeded in dealing with adversity. 

The function of our Office — and of all regulators and supervisors 
of financial institutions — is to do whatever we can to ensure the safety 
of our institutions as they face the challenge of all these changes. 

As change affects financial institutions, so it also affects the way we 
operate. Our Office must constantly examine and evaluate the impact of 
all this change on our operations and adapt as necessary. We must work 
continuously to streamline and strengthen the functions of overseeing 
the financial services sector. My Office and our provincial and 
international counterparts need to work closely together to improve the 
protection afforded to Canadians who have entrusted their money to 
our institutions. I am pleased with the improvements that have occurred 
so far and look forward to more in the coming year. 

I remain convinced that the most effective regime for the future is 
one that places a strong reliance on self-governance coupled with an 
effective government supervisory mechanism designed to detect 
problems before they become critical and lead to failure. Any failure of a 
financial institution or pension plan brings with it such hardships for 
those affected that every effort must and will be made to avoid such an 
event. I am confident that the changes introduced to date go a long way 
to guarding against the possibility of failure. 

I want to express my sincere appreciation to my provincial 
counterparts, the institutions and their associations, my colleagues at the 
international level and, most particularly, my staff for their support and 
encouragement over the past year. I look forward to the future with 
confidence. 


O ver the past year, there have been many changes in Canada’s 
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Setting the Scene 
for Change 


The intent of the New Directions 
policy was to provide a 
framework for an effective, 
dynamic and sound financial 
system to contribute to economic 
renewal. 
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In 1984 the government stated its 
intention to undertake a 
comprehensive review of Canada’s 
financial system. At home and abroad, 
the pace of change and growth in the 
financial marketplace was acceler- 
ating. There were new participants, 
new products, more competition, 
massive increases in the volume of 
transactions — all made possible by 
advancements in technology. The 
long-established space between the 
“four pillars” of the financial system 
— banks, the trust business, 
insurance, securities — was closing, 
with or without changes in laws. 
Players in both domestic and 
international markets were getting 
bigger; the demand for “the level 
playing field” was on the rise. 


New Directions for the 


Financial Sector 

Committing itself to meeting the 
challenge of change, the government 
set out broad proposals in 1985 and, 
after extensive consultation, a policy 
paper, New Directions for the 
Financial Sector, was published in 
December 1986. The intent of the 
New Directions policy was to provide 
a framework for an effective, dynamic 
and sound financial system to 
contribute to economic renewal and 
to benefit all Canadians. 

The government wanted to 
promote competition, innovation and 
efficiency, expand the options 
available to customers in the 
marketplace and broaden the sources 
of credit available to individuals and 
business. And it wanted to ensure that 
Canada’s banks, trust and loan 
companies and insurance companies 
would have the flexibility necessary to 
integrate financial services and to 
compete in response to emerging 
trends in the financial sector. The 
government also wanted to improve 
customer protection, control self- 
dealing, and guard against abuses in 
general. 

Accompanying the acknowledged 
need for more flexibility was a 
recognition that a strong, co- 
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ordinated, comprehensive approach 
to regulation and supervision is 
essential to ensuring the soundness of 
financial institutions and the stability 
of the financial system. 


Establishing the 


Superintendent’s Office 
One of the key elements of the New 
Directions policy was the decision to 
bring together into one organization 
the Department of Insurance and the 
Office of the Inspector General of 
Banks. The Office of the Superin- 
tendent of Insurance, which 
subsequently became the Department 
of Insurance, was responsible for 
overseeing federally licensed life 
insurance companies, property and 
casualty insurance companies, trust 
and loan companies and pension plans 
and for providing actuarial services to 
the government. It had been set up 
near the end of the 19th century 
partly in response to problems in the 
insurance industry. The Office of the 
Inspector General of Banks, respon- 
sible for regulating Canada’s chartered 
banks, had come into being in 1925 
after the Home Bank failed. The 
failure of two Canadian banks in the 
mid-1980s and the subsequent 
enquiry into these failures by the 
Honourable Willard Z. Estey further 
highlighted the need to ensure a 
sound approach to handling the risks 
associated with the financial 
marketplace. 

With a view to ensuring a strong 
supervisory activity and a modern 
regulatory framework for Canada’s 
financial system, and acting on the 
Estey Enquiry recommendations, the 
government introduced Bill C-42 and 
Bill C-56. With the proclamation of 
the Financial Institutions and Deposit 
Insurance System Amendment Act on 
2 July 1987, the Office of the 
Superintendent of Financial Insti- 
tutions was established and the 
powers for supervising federally 
regulated financial institutions were 
broadened. And, unique to Canada, 
the legislation provided for setting up 
a common regulatory body for all 
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federally regulated financial 
institutions. 

A year later, the pace of change has 
not slowed. Almost daily, new 
techniques and instruments are being 
used to manage money. With more 
competition in the marketplace, 
consumers of financial services have 
many more choices; at the same time, 
they face much more complexity. And 
so do the financial institutions that 
serve them. It was in this context that 
Parliament provided the Superin- 
tendent of Financial Institutions with a 
wide mandate to supervise and 
regulate the participants in this new 
and constantly changing financial 
environment. 


The 
Superintendent's 
Mandate and 
Mission 

At the core of the mandate is the 
protection and well-being of 


depositors, policyholders and 
pension plan members. 


The Superintendent of Financial 
Institutions is responsible for 
regulating and supervising banks, 
insurance, trust, loan and investment 
companies, and co-operative credit 
associations that are chartered, 
licensed or registered by the federal 
government, and for supervising 
federally regulated pension plans. The 
Office of the Superintendent also has a 
responsibility to provide actuarial 
reports on various government 
pension programs. 

In addition to being responsible for 
the legislation that established the 
Office and its powers, the Superin- 
tendent’s Office carries out its 
mandate by administering legislation 
that applies to federally regulated 
financial institutions — the Bank Act, 
Canadian and British Insurance 
Companies Act; Foreign Insurance 
Companies Act; Trust Companies Act; 
Loan Companies Act; Investment 
Companies Act, Co-operative Credit 
Associations Act; and the Pension 
Benefits Standards Act, 1985. The 
Office also administers the Civil 
Service Insurance Act and the Excise 
Tax Act, Part 1, and has respon- 
sibilities under the Public Pensions 
Reporting Act. 

The challenge to the Office of 
discharging its responsibilities in 
relation to this legislation is 
considerable, given that most of these 
statutes have been in place for many 
years and do not yet take into account 
the rapid changes that have occurred 
and are still taking place. As well, new 
legislative initiatives are under way. 
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Major changes to the Trust Companies 
Act and Loan Companies Act have 
been set out in draft legislation, and 
work is proceeding on a new 
Insurance Act and amendments to the 
Bank Act. 

The Office’s enabling legislation 
recognized this evolution and 
provided the Superintendent with an 
increased range of powers to step in 
when problems in institutions are — 
identified. The authority to issue 
compliance orders serves as a good 
example. And in preparing to 
implement its New Directions 
initiatives, the government appointed 
the current Superintendent as 
Inspector General of Banks and 
Superintendent designate in February 
1987. This appointment set the stage 
for planning the organization of a new 
government department while at the 
same time ensuring the continuity of 
the day-to-day business of regulation. 

The legislation establishing the 
Office also recognized the importance 
and significance of independence on 
the part of the Superintendent. The 
Superintendent is appointed by 
Governor in Council for a term of 
seven years, and the Office is 
designated as a “separate employer’, 
permitting the Superintendent to 
exercise the powers and duties of the 
Treasury Board relating to personnel 
management, terms and conditions of 
employment, and employer-employee 
relations. 

At the core of the mandate is the 
protection and well-being of 
depositors, policyholders and pension 
plan members. The Office’s task is to 
work to ensure public confidence in 
the safety and security of the 


institutions with whom they do 
business and to whom they entrust 
their savings in the form of deposits, 
insurance policies and pension fund 
contributions. 

The Office’s overriding concern is 
with the ability of each federally 
regulated institution to meet all its 
obligations as they fall due. The prime 
motivation of the actions the Office 
takes is a prudential concern for the 
liquidity and solvency of each insti- 
tution. This is based on the premise 
that public trust and confidence in the 
safety of financial institutions are 
essential to a sound economy. 

In light of this concern, the Office 
gathers information about the 
operations of federally regulated 
financial institutions in order to 
develop policy proposals for 
consideration by Ministers and to 
assess the strengths and weaknesses of 
elements of the financial system to 
provide advice to the government. 
And it monitors institutions’ 
compliance with the legislation, 
regulations and guidelines that apply 
to each of them. Again, the focus of 
work is the protection and safety of 
depositors, policyholders and pension 
plan members. 
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The Challenge 
of Change 


Safety, security and stability are 
key to a sound financial system, 
one that will develop and 
contribute to the country’s growth 
and prosperity. 


Safety, security and stability are key to 
a sound financial system, one that will 
develop and contribute to the 
country’s growth and prosperity. 
There are risks associated with a 
rapidly changing financial scene. The 
challenge is to maintain the safety, 
security and stability of the financial 
system in the face of change and 
increasing risk. Thus it is a major part 
of the Office’s role to analyse the 
changing factors affecting the financial 
environment, assess their potential 
impact on the stability of financial 
institutions, and take action as 
necessary. 


Assessing Today’s 


Environment 

The economic recovery in North 
America continues. Our economy is 
characterized by a tremendous 
growth in sophistication and 
innovation in financial markets. The 
financial innovations of the past few 
years have been developed under 
favourable market conditions. Risk 
associated with these innovations may 
become evident only if economic 
conditions become less than benign in 
the future. 

There has been an exponential 
growth in the volume and value of 
large financial transactions — in 
Eurocurrency markets, bond trading, 
foreign exchange, commercial paper. 
As an example, the flow of dollars 
through the New York clearing system 
— and Canadian financial institutions 
are active participants — amounts to 
over $1.5 trillion each day. Data 
processing and communications 
technology is immensely powerful, 
and there is a need to develop 
complete and very sophisticated 


control systems to prevent accidents 
or to contain damage should 
accidents happen. 

The heavy load of personal, 
corporate and government debt is 
another important factor affecting our 
financial environment today. These 
debt loads are generally manageable 
under current market and interest 
rate conditions. The governments in 
lesser developed countries, however, 
are having difficulty coping with the 
burdens these debts impose, and they 
continue to renegotiate their terms. 

As well, markets have become more 
international and much more 
competitive. And competition from 
both domestic and international 
sources is increasing as institutions 
take advantage of new opportunities 
to move into other financial services 
and markets where different cultures 
and characteristics and ways of doing 
business may be new to them. There 
are also many new opportunities in 
Canada and elsewhere for our 
financial institutions to grow and 
develop. 


Ensuring a Sound System in 


Today’s Environment 

There is great challenge in ensuring a 
safe financial system in this constantly 
changing environment. Regulation and 
supervision have an important role, 
but other factors are essential to 
ensuring soundness. 


Management 
The most important is management 
competence and integrity of our 
financial institutions. This is key to a 
sound system. On the whole, there are 
strong indications that Canada’s 
financial institutions are being 
managed both honestly and 
competently. In general, Canadian 
management practices are up to 
international standards. 

To ensure a strong system, the 
boards of directors of our financial 


institutions must be actively 
concerned with sound governance. 
They must understand fully their 
fiduciary responsibilities and govern 
accordingly, ensuring that there are 
sound management practices and 
good financial and internal controls in 
place. 

In the same vein, Canada’s financial 
institutions must regulate themselves. 
This means that competent and 
honest managers must be as devoted 
to their fiduciary responsibilities as 
they are to their entrepreneurial 
activities. Their concentration must be 
on the safety and prosperity of the 
institution, and they must manage it 
without being distracted by outside 
interests. There must be tight controls 
and limits on any related-party 
transactions. 

Each institution, regardless of size, 
must recognize the need for a high 
degree of sophistication and a 
capacity to adapt to change. Good 
management requires the ability to 
stand back from transactions and 
assess their effects on the institution. 
Experience in Canada and the United 
States shows that poor management 
practices have been a significant factor 
in the failures and near-failures of 
financial institutions. 


Adequately capitalized operations 
Each financial institution must be 
adequately financed and 
independently managed. Canada’s 
institutions have taken and must 
continue to seize the opportunities 
afforded by favourable economic 
conditions to increase their reserves, 
build their capital, and improve their 
liquidity. This is sound business 
practice. 


Competent audits 

Work done by internal and external 
auditors must be fully competent and 
directed to the application of sound 
and conservative accounting and 
control practices. The directors of an 
institution and the regulator must 
both be able to place reliance on 
audit reports. 


Office of the Superintendent of Financial Institutions 


Profitability 

Most important, the institutions must 
be profitable. Financial institutions 
need to be able to absorb shocks to 
the system and gain access to new 
capital when the need arises. Again, 
Canada’s financial institutions are 
generally showing themselves to be 
profitable and indications are that this 
trend toward profitability will 
continue, to the benefit of the 
Canadian financial system. 


The Role of Regulation 


and Supervision 

The role of the Superintendent’s 
Office in all of this is not to try to 
manage any institution. Rather, its role 
is first to analyse the financial 
environment and then to develop 
rules and guidelines that are based on 
a sensible appreciation of the facts of 
business life and on policies 
determined by government. The goal 
is to strike an appropriate balance 
among three ingredients: prudential 
concerns to protect the public; issues 
of compliance with legislation and 
regulation; and the flexibility that 
institutions need to carry out their 
business successfully. 

The role of regulation is to work to 
strengthen the conditions for prudent 
management and identify any 
situations that may be deteriorating 
under pressure. Assessing the financial 
condition of each institution in terms 
of its liquidity and solvency is part of 
this role, as is the assessment of the 
profitability and capital of each 
institution and its financial capacity to 
handle any troubles that may lie ahead 
of it. 

The mandates set out in the various 
statutes for which the Office of the 
Superintendent is responsible are 
broad and complex. On the one hand, 
there is a requirement to react to 
situations where institutions are in 
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trouble; on the other, there is a need 
to act to prevent problems from 
happening in the first place. In 
fulfilling its mandate, the Superin- 
tendent’s Office works to address 
both. 

Reinforcing self-governance and 
self-regulation is key to the Office’s 
supervisory work. The objective is to 
develop strong and direct relation- 
ships with management, the boards of 
directors and the audit committees of 
financial institutions. Well before this 
new Office was established, 
considerable effort was devoted to 
developing these relationships. A 
program of direct contact with boards 
of banks was already in place, and the 
Office is continuing to establish 
similar contacts with the boards of 
trust and loan companies and 
insurance companies. These programs 
have been well received and major 
issues have been discussed openly and 
thoroughly. 

Constructive relationships with 
auditors are equally important. The 
auditor’s role is crucial to the health 
of an organization for it is the auditor 
who examines and attests to the 
financial statements that describe the 
financial condition of each institution. 
Essentially, audited financial 
statements are regulatory documents. 
By focusing on the auditor’s report 
and discussing findings with the 
auditors, management and audit 
committees, the Superintendent wants 
to help create working atmospheres 
that assist the process of auditor 
independence, ensuring that asset 
valuations and accounting practices 
are appropriate. The Office has also 
taken steps to set up advisory 
committees of auditors of banks, trust 
companies, life insurance and 
property and casualty insurance 
companies, with a view to 
strengthening the relationship 
between the Office and the 
institutions’ auditors. 

The Superintendent’s Office keeps 
closely in touch with the institutions 
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it supervises. To supervise effectively, 
it is essential to know what is 
happening in the institutions, what 
developments are taking place, who 
the people are, what directions they 
are taking and how they respond to 
changing conditions. Relationships 
with professional bodies and with 
organizations that represent the 
various industries are also essential to 
the Office’s effectiveness. There is 
frequent contact with a host of 
professional and industry-specific 
organizations — the Canadian 
Bankers’ Association, the Canadian 
Life and Health Insurance Association, 
the Investment Dealers Association, 
the Canadian Institute of Actuaries, 
the Insurance Bureau of Canada, the 
Trust Companies Association of 
Canada, the Canadian Institute of 
Chartered Accountants, the Canadian 
Payments Association. 

All these relationships — with 
directors, auditors, managers, industry 
associations, professional bodies, and 
with other regulators and other 
departments of government — help to 
provide the Office with the 
knowledge it needs to assess risks, 
weigh options, and provide advice to 
Ministers on policies that will assist in 
promoting the safety of the financial 
system. 

Regulation is, and must be, a 
collaborative exercise. As the financial 
world becomes more complex and 
changes become more pervasive, a 
collaborative approach will become 
even more crucial. It is also 
increasingly critical that all those 
involved play their roles professionally 
and competently. 

In supervising the federally 
regulated institutions, the 
Superintendent takes an even-handed 
and consistent approach to each 
institution. The reason for this is that 
the health of a system depends on the 
health of all its parts. Experience in 
Canada and abroad has shown that it 
is extraordinarily difficult to deal 


effectively with institutions that are 
already in trouble. The need to 
anticipate problems and to intervene 
appropriately is paramount in the 
work of the Superintendent’s Office. 

Well before the Office came into 
being, work was under way to ensure 
an organization and programs that 
would meet this need to anticipate 
problems and, where necessary, step 
in to prevent further difficulty. The 
next section of this report outlines 
that organization and the parts played 
by its various divisions. 


Organizing 
to Meet 
the Challenge 


There was an urgent need for a 
strong capacity to deal with 
significant immediate and future 
changes in policy and to translate 
new policies into action. 
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Each of the organizations that came 
together to form the Superintendent’s 
Office had been the subject of studies 
during the mid-1980s. Because of two 
bank failures, much attention was 
focused on the weaknesses in the 
supervision of banks, but some 
problems had also been identified in 
the former Department of Insurance. 
In February 1987, the current 
Superintendent was appointed 
Inspector General of Banks and 
Superintendent designate. In April 
1987, in anticipation of the new 
legislation, the Superintendent 
designate engaged a group of advisers 
to review each element of the 
supervision of banks, trust and loan 
companies, life insurance and 
property and casualty insurance 
companies. As well, consultants 
examined the potential requirements 
related to the acquisition of securities 
dealers by banks, a policy proposal 
that was included in the pending 
legislation. This work, and the 
recommendations arising from it, was 
combined with findings from previous 
studies. Together, they formed a 
sound basis for developing priorities 
and directions for the new Office. 
Major challenges in establishing a 
new organization had to be addressed. 
Not only was there a need to bring 
together some 285 staff members — 
225 from the Department of 
Insurance and 60 from the Office of 
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the Inspector General of Banks — the 
studies had concluded that it was 
essential to decentralize supervisory 
operations to the major Canadian 
financial market centres. At the same 
time, there was an urgent need for a 
strong capacity to deal with significant 
immediate and future changes in 
government policy and to translate 
new policies into action. All these 
factors, in addition to the mechanics 
of setting up a new government 
department, had to be taken into 
account in developing a structure for 
the Office. 

Discussions with regulators in other 
countries, particularly the United 
Kingdom and the United States where 
similar trends in regulation and 
supervision were occurring, provided 
options for consideration. But the 
requirements of the Canadian system 
of government, with its federal and 
provincial jurisdictions, meant that 
new and distinctive solutions would 
be needed. 

The new legislation allowed for a 
Superintendent of Financial 
Institutions and up to three Deputy 
Superintendents (see Exhibit 1). 
Three deputies head three sectors in 
the Office of the Superintendent — 
Regulatory Policy, Planning and 
Resources, Deposit-Taking 
Institutions, and Insurance and 
Pensions. 


EXHIBIT 1 
Office of the Superintendent 
of Financial Institutions 


Superintendent 
R Legal Services 
M.A. Mackenzie gal 
U. Menke 

Depu Deputy Deputy Executive 
Superintendent Superintendent Superintendent Director 
Regulatory Policy, Deposit-Taking Insurance 
Planning and _ Institutions and Pensions 
Resources 
: D.M. Macpherson RM. Hammond RM. Emond 


s Labarge 


~ 


AY 


EXHIBIT 2 


Regulatory Policy, Planning and Resources Sector 


D 


eputy) 8 
‘Superintendent : 
Ss. Labarge oe 
Legisla Poli Rulin "Plannin 
a mud Helene Poe a Profesional 
Polen res 
K. Adamsons A. Maxwell A Brossard 
Regulatory Policy, legislative initiatives, developing A professional development 
Planning regulations, formulating policy component was set up in the Policy, 


and Resources Sector 

The immediate requirement was to 
provide strong guidance to the 
regulated industries, at the same time 
supporting the government’s policy 
directions. For this reason, the 
Regulatory Policy, Planning and 
Resources Sector was established to 
be responsible for the Office’s input 
into planning for government 


EXHIBIT 3 
Deposit-Taking Institutions Sector 


proposals, carrying out research and 
reviewing complex requests from 
institutions in order to advise 
Ministers in respect of rulings they 
may consider. The Sector was 
designed to provide a focal point to 
ensure an even-handed approach in 
making rulings, interpretations, and 
regulations to apply to all regulated 
financial institutions. 


Deputy sss 
Superintendent 


DM. Macpherson 


Planning and Resources Sector and a 
public affairs group was formed to 
organize and manage the Office’s 
contacts with industries, professional 
organizations, the press and the 
public. 

Staff of Regulatory Policy, Planning 
and Resources are located in Ottawa, 
and there is a manager in the Toronto 
Office. 


Examinations 

J. Heyes 
Toronto Specialist National Registration and - 
Operations Support Operations vhaticcmneet e 
A. Poprawa B. Kogan N.Grant ‘K Bell 

Vancouver Winnipeg 

Operations Operations 

K. Janda © R. Rowe 


Deposit-Taking 

Institutions Sector 

Acting on the government's intention 
to permit trust companies to compete 
more directly with banks through an 
expansion of their services, and 
recognizing that there was already a 
good deal of similarity in activity, the 
former Trust and Loan Division of the 
Department of Insurance was 
combined with the Inspection and 
Research Divisions of the Inspector 
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General of Banks to form the Deposit- 
Taking Institutions Sector. 

This Sector, with offices in Toronto, 
Montreal, Vancouver, Winnipeg and 
Ottawa, is responsible for supervising 
federally regulated banks, trust, loan 
and investment companies, and co- 
Operative credit associations. Its 
primary focus is on monitoring the 
solvency of these institutions and 
determining their compliance with 
federal legislation and regulations. 
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In addition, the Deposit-Taking 
Institutions Sector carries out the 
review of certain provincially 
chartered institutions through federal- 
provincial agreements or as an agent 
of the Canada Deposit Insurance 
Corporation. There are some 55 
institutions that come under Office 
examination by virtue of these 
relationships. 


EXHIBIT 4 
Insurance and Pensions Sector 


Deputy 
Superintendent 


RM. Hammond 
| 


Chief Assistant Property Life 
Actuary — Deputy ae and Casualty Insurance 
a Superintendent Insurance 

W. Riese G.W. Poznanski R. Mabee D. Mclsaac 
Canada Pension — Special 

Plan — Projects 

B. Dussault K.B.L. Kobli 

Government 

Services _ 

P. Treuil 


Insurance 


and Pensions Sector 
Compared to these fundamental 


changes, the adjustments to the rest of 


the components making up the new 
Office were less dramatic, but no less 
significant. Following recommen- 
dations made to the former 
Superintendent of Insurance by the 


Auditor General of Canada in his 1986 


Report, the Life Division, which 
supervises domestic and foreign life 
insurance companies operating in 


Canada, and the Property and Casualty 


Division, which does the same for 
property and casualty companies, 
strengthened their approach to 
analytical work and on-site 
examinations. 

To increase the accountability for 
overseeing federally registered 
pension plans, staff involved in 


supervising plans were separated from 


those involved in actuarial services. 
The Life Division, Property and 


Casualty Division, Pension Benefits 
Division, and the Chief Actuary report 
to the Deputy Superintendent, 
Insurance and Pensions. This 
structure takes into account the 
specialized nature of pension plan 
supervision, the work required in 
providing actuarial advice and services 
to government, and the significant 
differences that exist now — and will 
likely continue — between insurance 
industry segments. 


of 


Management Services 


Sector 

To complete the Office structure, a 
Management Services Sector was set 
up to provide program support in 
relation to personnel, finance, 
administration, and systems. And a 
Legal Services unit was established in 
the Office by the Department of 
Justice. 


Executive Committee 

The Office is managed through an 
Executive Committee, chaired by the 
Superintendent and including the 
Deputy Superintendents, the 
Executive Director, Senior Legal 
Counsel and the Director, 
Communications and Public Affairs. 
The committee meets regularly to 
consider issues affecting industry, 
government and the Office. 


Financial Institutions 
Supervisory Committee 
Enabling legislation provided for a 
commnittee consisting of the 
Superintendent, the Governor of the 
Bank of Canada, the Chairman of the 
Board of the Canada Deposit 
Insurance Corporation, and the 
Deputy Minister of Finance. The 
purpose of the Financial Institutions 
Supervisory Committee is to facilitate 
consultation and the exchange of 
information among its members on all 
matters relating to the supervision of 
financial institutions, including 
information about the general health 
of institutions and about potential 
problems. 

The committee assesses the impact 
on financial institutions of unexpected 
developments in the financial markets, 
considers major prudential regulatory 
and supervisory issues, and ensures 
that there is regular and timely 
collection and exchange of statistical 
data and qualitative information. 

The first meeting was held on 
25 February 1988. There have been 
two further meetings of the 
committee. 


Making the Best Use 
of People 


During the past year, many actions 
have been taken to set the Office in 
place in such a way as to allow it to 
contribute more effectively to the 
strength and stability of the financial 
system in Canada and to foster 
continued international confidence in 
Canadian financial institutions. In 
Ottawa, staff were brought together 
into one location; in the fall of this 
year, all staff in Toronto will move to a 
newly renovated federal government 
building. 

New specialized staff have been 
recruited, and an executive search 
firm identified candidates for senior 
positions that have been established in 
Toronto. Efforts continue to upgrade 
and maintain the skills of all staff in 
the Office. 

The Superintendent uses the 
services of external advisers to 
provide highly technical advice and 
support in a variety of areas. Acting on 
a recommendation arising from the 
Estey Enquiry, a firm was engaged to 
study the compensation structure for 
the Office of the Superintendent. An 
initial implementation of that group’s 
recommendations in respect to senior 
staff is under way now. 

Early on, the Office developed a 
strategy to make best use of 
technology; computer equipment has 
been acquired and an information 
system is being put in place to permit 
more effective monitoring of 
institutions. It will be fully operational 
during the coming year. 

The Office developed a compre- 
hensive business plan for the 1988-89 
year to guide its work. The plan is 
being acted on now. And the business 
planning exercise for 1989-1990 will 
begin shortly. 

All these organizational accomplish- 
ments took place during a period of 
considerable change and uncertainty. 


The results of the effort will have a 
profound influence on the ability of 
the Office to discharge its 
responsibilities and to meet the high 
expectations that have been 
generated. 

Even though it will take time to 
bring these initiatives fully into play, 
the results achieved over the past year 
indicate that the Office is well on its 
way to fulfilling the mandate set for it 
by Parliament. The next section of this 
report gives a profile of the industries 
supervised by the Superintendent and 
sets out the Office’s work in relation 
to them. 


Federally 
Regulated 
Financial 
Institutions 

and 

the Office’s Role 
in Supervision 

The strength in the economy has 
had a positive effect on the 
financial services industry with 


overall increases in total assets 


and profitability. 
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In 1987 Canada’s economy marked its 
sixth year of expansion following the 
recession of 1981-82. Notwith- 
standing the downturn in the stock 
market, businesses and consumers 
kept on spending. The growth 
experienced is probably best 
described as solid rather than 
spectacular; real gross domestic 
product was up 3.9 per cent from 
1986. The strength in the economy 
has had a positive effect on the 
financial services industry with overall 
increases in total assets and 
profitability. 

This section reports on each group 
of federally regulated institutions and 
discusses the Office’s role in 
supervising them through 
examinations. 


Insurance Companies 
and Fraternal 


Benefit Societies 

At the end of March 1988 there were 
443 insurance companies and 
fraternal benefit societies operating in 
Canada. Their classification is shown 
in Exhibit 5. 


Life Insurance Companies 
The operating year for life insurance 
companies begins 1 January and ends 
31 December. Premiums for new life 
insurance policies increased during 
1987 by 12 per cent; premiums for 
annuities contracts increased by over 
19 per cent. Annuities now account 
for over 60 per cent of total premium 
income in Canada. 

Despite these gains, net profit for all 
Canadian companies combined 
actually declined by 25 per cent 
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compared to 1986. This decline can 
be attributed to marketing and 
development costs related to the 
significant increase in new business, 
market value declines on investments, 
and losses on accident and sickness 
business in the United States. Still, the 
overall financial health of this industry 
remains strong, even in spite of some 
reduction in equity margins. 

The level of capital and surplus 
maintained by Canadian life insurers 
grew marginally during 1987 in 
absolute terms, but declined as a 
percentage of liabilities and required 
reserves. At the end of 1987, capital 
and surplus stood at 8.4 per cent of 
liabilities and required reserves, down 
from 9.3 per cent the previous year. 
Although capital and surplus levels 
remain strong, the declining trend is 
one of the factors that has caused the 
Office to move to make regulations 
for minimum capital and surplus 
requirements for life insurance 
companies. 


Property and 

Casualty Companies 

The fiscal year for property and 
casualty insurance companies also 
begins 1 January and ends 

31 December. In the year ending 

31 December 1987, net profits for 
property and casualty companies were 
up some 7 per cent over the previous 
year; however, this strong showing is 
somewhat deceiving since strong early 
gains were followed by later declines 
in 1987. Increases in premium rates 
accounted for improvements in the 
early part of the year, but claims 
began to increase more rapidly than 
premiums later in 1987. 


EXHIBIT 5 
Classification of Companies at 27 March 1988 

CANADIAN BRITISH FOREIGN TOTAL 
Property and F 
Casualty Companies 112 22 120 254 
Life Companies 56 11 83 150 
Fraternal Societies 16 23 39 
Total 184 33 226 443 
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A lack of availability of insurance 
coverage for consumers was not a 
serious problem in 1987, in sharp 
contrast to the shortage that existed 
in 1985 and 1986. Improved 
profitability and increased competi- 
tion appear to have alleviated the 
shortage problem. 

As measured by the relationship 
between capital and surplus and 
liabilities and required reserves, 
solvency levels for Canadian 
companies remained stable in 1987. 
Capital and surplus stood at about 
33 per cent of liabilities and required 
reserves at year end, the same level 
that existed at the end of 1986. 

As measured by compliance with 
section 103 of the Canadian and 
British Insurance Companies Act, the 
situation changed in 1987. On 
average, at the end of 1987, assets 
exceeded the minimum levels 
required by section 103 by about 
16 per cent. The comparable figures 
were 22 per cent at the end of 1986 
and 21 per cent at the end of 1985. 
This reduction can be attributed to 
two causes. The first is the decline in 
market values of shares resulting from 
the October stock market downturn; 
the second is the introduction of 
more stringent section 103 
requirements as a result of new 
legislation. 


New Section 103 Requirements 
Section 103 requires Canadian 
property and casualty insurance 
companies to maintain assets that 
exceed liabilities by certain 
prescribed amounts. New legislation 
strengthened the minimum 
continuing capital and surplus 
requirements known as the “section 
103 test” for Canadian companies and 
the “test of adequacy of deposit” for 
British and foreign companies. The 
former requirement was that 
companies maintain capital and 
surplus margins at least equal to 

15 per cent of claims reserves plus a 
percentage of unearned premiums 
that could vary from 0 to 15 per cent 
depending on experience. Under 
legislation passed in July 1987, two 


new tests have been added and 
companies are now required to meet 
the most stringent of the former test 
and the two new tests. 

The new section 103 requirements 
were designed to be more exacting 
for companies that have had adverse 
claims experience and that have 
grown very quickly. Experience 
indicates that this objective is being 
met. 


Fraternal Benefit Societies 
Of the approximately 40 fraternal 
benefit societies that are federally 
registered, only a few have been 
actively engaged in selling new life 
insurance or sickness policies in 
Canada over the last few years. 

The majority (over 95 per cent) of 
the premium income received by 
fraternal benefit societies (and the 
majority of business in force) rests 
with five large organizations. The 
marketing systems and products that 
these organizations have cause them 
to resemble commercial insurance 
companies. 

During 1987, premiums received by 
fraternal benefit societies in Canada 
increased 10.4 per cent over 1986 
figures. Net income from operations 
for all Canadian societies was reduced 
when compared to 1986, but this can 
be attributed to reserve strengthening. 
Only one of the Canadian fraternal 
societies has significant operations 
outside Canada, and its United States 
operations appear to be profitable. 

Generally speaking, the financial 
condition of the fraternal societies 
remains strong, although the declining 
membership within some of them will 
likely lead gradually to pressures in 
the form of increased overhead 
expenses and reductions in 
policyholder dividends. 


Examinations of 
Insurance Companies and 
Fraternal Benefit Societies 
During the year, some 140 on-site 
examinations of supervised property 
and casualty insurance companies 
were carried out. There were 73 
examinations conducted in life 
insurance companies, and 9 took 
place in fraternal benefit societies. 
Legislation requires each company 
to be examined once every three 
years. In light of the changing 
environment, the Office has 
compressed the frequency of 
examinations in recent years, 
examining each company, on average, 
once every two years. Some 
companies are examined each year. 
Individual examinations are 
scheduled based on risk exposure; 
companies with the greatest exposure 
to risk are examined first. Assessment 
of risk areas includes an assessment of 
premium levels and rate of premium 
growth, compliance with minimum 
asset requirements, type of business 
underwritten, matching of assets and 
liabilities, profitability, reliance on 
reinsurance and nature of reinsurance 
arrangements, absolute and relative 
levels of capital and surplus, asset mix, 
reliability over time of actuarial 
assumptions and estimates for 
ultimate claims liabilities, and the 
overall track record of management. 
Similar risk-related criteria 
determine the relative importance of 
examination findings. Findings 
indicating that a company’s operations 
may expose its policyholders to undue 
risk of the company not being able to 
meet its obligations to them are given 
top priority. Administrative or other 
problems that are not solvency- 
threatening are given lesser priority. 
Examiners are often able to make 
suggestions to management of 
insurance companies and fraternal 
societies or answer questions from 
management about ways to improve 
their operations. 
Examination findings are reported 
to senior management in the 
Superintendent’s Office and in the 


company being examined. Under the 
guidance of a lead examiner, 
examination reports are prepared by 
the team of three or four examiners 
who conducted the examination. 
Reports are reviewed by a chief 
examiner and are given final approval 
by the Director of Examinations. The 
reports are then presented to the 
appropriate Director General who is 
responsible for overseeing the 
ongoing solvency of the supervised 
companies. 

The Director of Examinations 
ensures that examined companies are 
advised of examination findings at the 
close of each examination. A written 
report follows shortly thereafter. The 
Director also ensures that responses 
are obtained from the companies 
indicating how they intend to correct 
deficiencies that came to light during 
examination. 


Pension Plans 

The main objective of the Pension 
Benefits Standards Act, 1985, is to 
ensure that pension plans subject to 
its requirements provide benefits in 
an equitable manner to retiring and 
terminating members and their 
spouses and remain in a financial 
position to pay the pensions that have 
been promised. The Act sets 
minimum standards in such areas as 
eligibility for plan membership and 
locking-in of contributions, portability 
of pension entitlements, minimum 
employer contributions, early 
retirement rights, and information 
disclosure. 

The Act applies to over 900 
employer-sponsored pension plans 
covering employees who work in 
organizations that come under federal 
jurisdiction. This includes such 
enterprises as banks, airlines, 
interprovincial and international 
transportation and telecommunica- 
tions companies, including some 
Crown corporations. Some plans 
cover very small groups, others cover 
thousands of employees. Plans for 
Members of Parliament, the Public 
Service of Canada, the Canadian 
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Forces and the Royal Canadian 
Mounted Police are not supervised by 
the Office; their pensions are 
governed by their own statutes. 

At 31 December 1987, the total 
market value of pension plan assets 
under the Pension Benefits Standards 
Act, 1985, was about $31.9 billion. 
This represents a 3 per cent growth 
rate from the previous year when the 
estimated value of pension plans 
under the Act was $31.1 billion. 


Examinations of Pension Plans 
The on-site examinations of pension 
plans is an area that has received 
much attention in recent years. There 
are plans to increase significantly the 
number of on-site examinations 
conducted. A pilot project in which a 
larger than usual number of plans 
were examined focused on specific 
areas of concern. The project was 
carried out in the spring of 1988; its 
results are being analysed now and a 
new examination policy is being 
developed. 

The Office plans to carry out about 
40 on-site examinations during 1988- 
89 compared to an average of 3 or 4 
in past years. 

In an effort to improve communica- 
tions between the Office and the 
pension plans it supervises, a new 
publication, Pensions Update, has 
been developed to provide 
information for all sponsors of 
federally regulated pension plans and 
organizations that service the industry. 
The first Update, published in August 
1988, discussed the pilot project 
regarding examinations. 
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Trust and Loan Companies 
There are 33 federally incorporated 
trust companies operating in Canada 
and 30 federally incorporated loan 
companies. Total assets and 
profitability of trust and loan 
companies increased substantially in 
the past year. Eleven loan companies 
are subsidiaries of banks. Total assets 
and profitability of trust and loan 
companies increased substantially in 
the past year. The trust and loan 
companies’ operating year begins 1 
January and ends 31 December. 

The overall economic growth 
across the country during this period 
led to an increase in the volume of 
construction which translated into 
improved earnings as a result of 
expanding mortgage portfolios. 
Results of operations varied from 
those recorded in 1986. The 
aggregate pre-tax profits of federally 
incorporated trust companies 
increased from $201.1 million to 
$225.2 million. Aggregate pre-tax 
profits of federally incorporated loan 
companies increased from $53 million 
to $347.5 million. 

Improved earnings were a result 
primarily of substantial growth in 
mortgage portfolios, favourable 
spreads in investments, and lower 
provisions for loss in 1987 than in 
1986. The pre-tax profits of most of 
the larger national companies showed 
substantial increases. The significant 
increase in profits recorded by loan 
companies is primarily due to some 
companies whose profits were much 
improved as a result of substantial 
growth and improved spreads. 

The total assets of federally 
incorporated trust companies 
increased by 10.6 per cent, from 
$32.9 billion to $36.4 billion. The total 
assets of federally incorporated loan 
companies increased by 12 per cent 
from $20.9 billion to $23.4 billion. 
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Investment Companies 
Investment companies raise money on 
debt instruments and use the 
proceeds to make loans, purchase 
bonds, debentures, shares, or to invest 
in real property for income on resale. 

There were 20 investment 
companies registered under the 
Investment Companies Act at 31 
March 1988. This compares to 23 at 
the end of the previous year. Four 
companies that were registered at 31 
March 1987 were granted exemption 
from the application of the Act; one 
company was newly registered. 

Aggregate assets of the companies 
registered as of 31 March 1988 were 
$22.4 billion. Assets of companies 
registered at 31 March 1987 
aggregated $18.3 billion. 


Co-operative Credit 


Associations 

At 31 March 1988 there were seven 
associations that had been granted 
certificates under the Co-operative 
Credit Associations Act. This list 
comprises the federally incorporated 
association — Canadian Co-operative 
Credit Society Limited — and the six 
provincial co-operative credit 
associations that are members of the 
federal association. 

Assets of the federally incorporated 
association remained at $1.0 billion at 
31 December 1987, the same level as 
at the previous year end. Aggregate 
assets of the provincial associations at 
31 December 1987 were $4.0 billion, 
compared to assets of $3.9 billion at 
the end of 1986. 


Examinations of Trust and 
Loan Companies 

Under the Trust Companies Act and 
the Loan Companies Act, all trust and 
loan companies must be examined at 
least once each year. This regulatory 
requirement was met during the 1987 
fiscal year. 

Examinations of trust and loan 
companies are conducted on site. The 
basis for the examinations is a review 
of the statutory annual statements 
filed with the Office following the 
year end and an assessment of the risk 
profile of the company. The primary 
objective of the examination is to 
assess whether the companies are 
operating in a responsible manner, 
free of supervisory concern, whether 
they are in a sound financial 
condition, and whether they comply 
with applicable laws, regulations and 
directives. 

The examination program includes 
a review of the work carried out by 
the companies’ auditors as a means of 
establishing a base for reliance on that 
work. 

Following an examination, a report 
is prepared that addresses problems 
areas, and recommendations are made 
relating to those areas. Results of the 
examinations are communicated to 
the companies in the form of letters 
to senior management. Reports of the 
examination findings are also made to 
the Minister and to the Canada 
Deposit Insurance Corporation. 


Chartered Banks 

The Bank Act provides for the 
incorporation of banks where no 
single shareholder holds more than 
10 per cent of the voting shares 
(Schedule A banks) and banks where 
individual shareholdings exceed 

10 per cent (Schedule B banks). At 
31 May 1988, there were 8 active 
domestic banks in Canada, of which 7 
were in Schedule A, and 57 foreign 
bank subsidiaries, all of which were in 
Schedule B. Forty-three foreign banks 
had 48 representative offices in 
Canada. Representative offices are not 
permitted to carry on banking 


business in Canada but are designed 
to promote the services of the foreign 
banks they represent. 

The operating year for Canada’s 
chartered banks begins 1 November 
and ends 31 October. During the 
1987 operating year, the total of 
all domestic bank assets increased 
$15.4 billion, or 3.7 per cent, to 
$434.9 billion, which represents 
90.8 per cent of total bank assets. 

As in the past several years, this 
modest asset growth reflects weak 
corporate loan demand in domestic 
markets as business continued its use 
of capital markets. As well, 
retrenching of international lending 
activity has continued mainly as a 
result of high loan losses on lesser 
developed country lending. 

Comparable asset growth in 1987 
for foreign bank subsidiaries was 
$11.8 billion, or 36.5 per cent, to 
$44.1 billion. Contributing to this 
sharp growth was the first-quarter 
1987 acquisition of Continental Bank 
of Canada and Bank of British 
Columbia, both domestic banks, by 
Lloyds Bank of Canada and Hongkong 
Bank of Canada respectively. 

The overriding influence on 
domestic bank profits in 1987 was 
increased provisions for losses on 
loans to lesser developed countries. In 
the third quarter of 1987, reflecting 
market conditions and related actions 
by leading banks in the United States 
and the United Kingdom, the 
Superintendent raised the previously 
established target for such provisions 
against claims pertaining to 34 desig- 
nated countries to between 30 per 
cent and 40 per cent; the banks were 
asked to reach this level by 
31 October 1987. As a result, 
provisions made by the six major 
banks increased to $8.7 billion, or 
37 per cent of the designated claims 
at year end, up from $2.9 billion, or 
11 per cent of claims, at 
31 October 1986. 


As a result, the major banks 
reported an aggregate loss of 
$1.0 billion in fiscal 1987, compared 
to a profit of $2.1 billion in 1986. Net 
income before the special increased 
provisions was $2.5 billion, or 17 per 
cent ahead of the comparable 1986 
profits. 

Net income of foreign bank sub- 
sidiaries in 1987 was $19.7 million, 
representing a 72.3 per cent 
drop from $73 million in 1986. 
Competition for market share, narrow 
spreads between lending and 
borrowing rates of interest, and rising 
costs explain the recent profit 
squeeze of foreign bank subsidiaries. 

In 1988, the target for provisions 
for loan losses was raised once again, 
this time to a range of 35 per cent to 
45 per cent of outstanding claims on 
lesser developed countries, to be 
achieved by 31 October 1988. 


Bank Examinations 

Section 246(2) of the Bank Act 
requires the Superintendent to make 
an examination at least once a year of 
each bank licensed to conduct 
business in Canada and to report the 
findings to the Minister. The Office 
examined and reported on all banks in 
1987. 

The objectives of the examination 
are to assess the risks involved in the 
bank’s activities so as to provide a 
view of the bank’s soundness, identify 
areas where corrective action is 
needed, and ensure that the bank is 
complying with the Bank Act, 
regulations, and directives from the 
Office of the Superintendent. 

Bank examinations are wide 
ranging. They include: 
® a review of the work of the 
shareholders’ auditors relating to the 
latest audited annual financial 
statements to establish a base of 
reliance on that work; 
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© analytical overviews prior to on-site 
examinations, comparing the bank’s 
financial performance to that of prior 
years and against other banks in its 
peer group; 

© a review of minutes of meetings of 
the board of directors and related 
committees; 


® credit review of selected risk assets 
covering not only “portfolio quality” 
but also “process management”, 
which includes the various stages of 
credit granting from initiation through 
administration to possible problem 
recognition and remedial 
management; 


® a review of the activities of the 
internal inspection/audit department’s 
procedures, reports, and working 
papers (in the case of banks that have 
no internal inspection/audit staff, 
reports on inspections conducted by 
audit teams from the parent banks are 
reviewed ); 

® interviews with senior officers 
responsible for key areas of activity; 

© interviews with the president and 
chief executive officer to present the 
findings of the examination; 

® a meeting with the external 
auditors for an exchange of views 
based on the examination, their audit 
and any other areas of mutual interest 
and concern; and 

© as appropriate, meetings with the 
audit committee or the chairman of 
the committee to explain findings and 
to discuss current matters of 
regulatory concern. 
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Results of examinations are 
communicated to the bank by letter 
to the president and chief executive 
officer with copies to the chairman of 
the audit committee and a request 
that a copy be forwarded by the bank 
to each of the external auditors. The 
letter sets out the scope and findings 
of the examination, addressed 
problem areas, and includes 
recommendations for corrective 
action where necessary. 

Reports of the examination findings 
are also made to the Minister and to 
the Canada Deposit Insurance 
Corporation. 


ibe. 


ot 


The Year 

in Review — 
Developments and 
Action in 1987-88 


Events at home and around the 
world have had significant effects 
on ways that financial business ts 
carried out and regulated. 


The past year has witnessed major 
developments in relation to federally 
regulated financial institutions and the 
industries they comprise. The 
legislation passed in July 1987 with 
respect to these institutions — and 
plans for more changes in statutes 
relating to financial industries — has 
opened the door to a variety of new 
activities and new ways of doing 
business. And events at home and 
around the world have had significant 
effects on ways that financial business 
is carried out and regulated. 

The Office of the Superintendent of 
Financial Institutions has been in- 
volved in a variety of initiatives over 
the past year, in addition to its regular 
supervisory and regulatory work. This 
section of the report deals with some 
of the year’s major developments, and 
it highlights activities that are under 
way to improve and enhance the 
regulatory and supervisory activities of 
the Office. 

The section is divided into three 
parts — first, matters that affect all 
industries, then issues that affect 
deposit-taking institutions, then 
insurance, pensions and actuarial 
concerns. 


Developments Affecting 
All Financial Industries 


Meltdown Monday — 

the October 19 

Stock Market Downturn 

On 19 October 1987, stock markets 
around the globe witnessed a 25 per 
cent drop in the price levels of listed 
securities. The effect of the downturn 
swept throughout the financial 
services world. Immediately the news 
was known, the Office quickly 
assessed the exposures of federally 
regulated financial institutions and 
pension plans to losses, both 
immediate and in the near term. 


The Office determined early on that 
the institutions and plans could 
withstand the effects of the downturn 
without significant difficulty. In some 
cases, additional capital was necessary 
and was obtained. The situation was 
monitored continuously until the 
market showed signs of recovery. 


Federally Regulated 
Financial Institutions 
Acquire Securities Dealers 
With the passage of the Financial 
Institutions and Deposit Insurance 
System Amendment Act, federally 
regulated financial institutions were 
authorized to enter into the dealing of 
securities through subsidiaries. By 
31 July 1988, domestic Canadian 
banks had received ministerial 
approval to purchase 5 full-service 
investment dealers and to set up 10 
securities firms. 

By the end of July 1988, foreign 
bank subsidiaries had been granted 
approval to acquire interests in three 
investment dealers and three 
securities firms. One trust company 
had started a securities firm, and 
13 foreign banks had been granted 
permission to establish or acquire 
securities firms in Canada. 

Traditionally, securities firms have 
been regulated by provincial securities 
commissions. On 15 March 1988, the 
Office of the Superintendent signed a 
Memorandum of Understanding with 
the Ontario Securities Commission 
and la Commission des valeurs 
mobilieres du Québec. The 
Memorandum provided for the 
exchange of information between the 
Superintendent and the Commissions 
and allowed the Office to maintain 
responsibility for the solvency of the 
financial institutions that fall within its 
purview. 


As well as co-operation at the 
domestic level, the Office represented 
Canada at the Wilton Park 
Conferences of securities regulators, 
and at the Organisation for Economic 
Co-operation and Development's 
special meeting of security experts. 
Through its participation on the 
Cooke Committee of the Bank for 
International Settlements, the Office 
encouraged the organization of a 
meeting of bank regulators and 
security regulators that was held in 
September 1988. 


Participation in Activities 

of the Canadian Institute 

of Chartered Accountants 

In February 1987, the CICA estab- 
lished a Task Force on Financial 
Institutions to review accounting and 
financial reporting practices by 
financial institutions. The Task Force’s 
mandate is to identify emerging issues 
and make recommendations to the 
CICA Accounting Standards Steering 
Committee. 

In October 1987 a guideline on 
accounting for fees and costs 
associated with lending activities was 
issued. Other major issues such as off- 
balance sheet activities, accounting for 
loans and asset sales are at different 
stages of progress. An observer from 
the Superintendent’s Office 
participates in the activities of the 
Task Force. 

A representative of the Office has 
been an observer on the CICA Eastern 
Section of the Accounting Standards 
Committee on the bank accounting 
project. In April 1988 the Committee 
issued a draft statement of principles 
on bank accounting with respect to 
certain areas of differences between 
the accounting principles and 
practices followed by the Canadian 
banks and generally accepted 
accounting principles. An exposure 
draft is expected soon. 
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Developments Affecting 
Deposit-Taking 
Institutions 


Lesser Developed Country Debt 
— a Continuing Problem 

The issue that has become known as 
the “LDC debt problem” continues to 
be serious. Canadian banks are being 
required to increase their LDC debt 
provisions, as are banks in other 
countries. Independent analysts have 
generally concluded that Canadian 
banks are well positioned to absorb 
further provisions should the need 
arise. 

Since 1984, under the direction of 
supervisory guidelines, banks have 
been establishing provisions of a 
prudential nature against their 
exposures to countries that have 
restructured or experienced 
difficulties in servicing all or part of 
their external debt to commercial 
banks. Banks were initially required to 
attain a 10 per cent to 15 per cent 
minimum level of provisions by 
31 October 1986, against a group of 
32 designated countries. 

The level of provisions and the list 
of countries have been revised from 
time to time to reflect international 
and economic developments affecting 
countries. By the end of 1987, the 
range of required provisions was 
30 per cent to 40 per cent against a 
list of 34 countries. 

In April 1988, the level of 
provisioning was raised again because 
of continued uncertainties 
surrounding a number of sovereign 
borrowers. By 31 October 1988, 
banks are required to achieve and 
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maintain a level of provisions for 
losses against their exposures to the 
designated countries of 35 per cent to 
45 per cent. With the announcement 
of the increase in provisioning, four 
countries were added to the list of 
nations that have encountered 
problems in servicing their external 
debt or that have restructured all or 
part of it. There are now 38 desig- 
nated countries. 


Changes in Loan Loss 
Accounting 

Effective 1 November 1987, the Office 
changed the policy for accounting for 
loan losses by banks. Under the 
revised policy, the provision for loan 
losses charged to income represents 
the actual loan loss experience for the 
period. Previously, the actual loss 
experience was charged to 
Appropriations for Contingencies and 
was included in a formula for cal- 
culating the provision for loan loss 
that was based on the average loss 
experience ratio over five years. 


Bank for 
International Settlements — 
Capital Convergence 
In July 1988 the Bank for 
International Settlements’ Committee 
on Banking Regulations and 
Supervisory Practices published its 
report on international convergence 
of capital measurement and capital 
standards. The Committee, known as 
the Cooke Committee, was 
established at the end of 1974. It is 
made up of representatives of the 
central banks and supervisory 
authorities of a dozen industrialized 
countries. 

The Cooke Committee’s work since 
its inception has been directed 
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toward strengthening collaboration 
among bank supervisors in their 
prudential supervision of international 
banking. In recent years, bank 
supervisors have been faced with new 
policy issues arising from an 
acceleration in the pace of innovation 
and structural changes occurring in 
the financial services industry. The 
Superintendent’s Office has been 
collaborating with other Committee 
members on these issues which 
include the supervision of bank 
liquidity, off-balance sheet exposures 
and interest rate risk. 

A recent milestone in the work of 
the Cooke Committee was the 
formulation of recommendations for 
international convergence of capital 
measurement and capital standards. 
After several years of work on this 
issue, the Cooke Committee’s 
proposals to define minimum 
regulatory capital requirements for 
banks operating internationally were 
adopted by central bank governors in 
July 1988 for implementation by the 
end of 1992. 

The framework establishes a 
common definition of capital and 
minimum levels of capital for 
international banks that should serve 
to strengthen the soundness and 
stability of the international banking 
system. As a member of the Cooke 
Committee and a participant in its 
discussions, the Superintendent’s 
Office supports the framework and is 
providing guidance to banks on 
implementing it in Canada. 

The new framework allows for 
some discretion in the way it is 
applied in each country. In August 
1988, the Superintendent’s Office 
published its national discretion paper 
for the use of banks, analysts and 
other interested parties. The paper 
sets out the timetable and the manner 
in which the Bank for International 
Settlements’ framework will be 
implemented in Canada. 


A Framework for 
Conducting Examinations of 
Deposit-Taking Institutions 
A special study is now under way to 
develop a framework for conducting 
examinations of deposit-taking 
institutions. The study is designed to 
strengthen and enhance the Office’s 
supervisory programs in banks and 
other deposit-taking institutions. 
The study is reviewing current 
approaches to examining banks and 
trust and loan companies and 
examining methods used by other 
regulatory organizations. The study 
group will develop an overall 
framework, including appropriate 
steps for the examination process, 
reporting, review, and quality control. 
As well, procedures will be 
established for developing and 
maintaining up-to-date examination 
manuals and methodology. 


Service Charges 
The past year saw significant public 
and parliamentary interest and 
concern over the way in which 
deposit-taking institutions charge their 
customers for services. Sections of the 
Bank Act and certain regulations apply 
to the disclosure of service charges. 
The Bank Act and its attendant 
regulations are administered by the 
Superintendent. The Office monitors 
the institutions’ compliance with the 
regulations in respect to requirements 
dealing with disclosure of information; 
the amount of these charges is not 
governed by legislation or regulation. 
On 30 June 1988, the Minister of 
State for Finance announced that the 
major banks and trust companies 
would take voluntary steps to address 
the problems that had been drawn 
forcefully to their attention by their 
customers and the parliamentary 
committee. In addition, the Minister 
tabled proposed amendments to the 
Bank Act and the regulations to 
address matters of disclosure, 
notification, and complaint-handling 
mechanisms. 


The Office carried out a study in 
August 1988 that indicated that banks 
were complying with the voluntary 
measures announced by the Minister. 
Reviews of compliance will also be 
conducted periodically in the coming 
year. 

The Superintendent's Office 
continues to play a mediation role in 
dealing with public complaints against 
the federally regulated financial 
institutions. 


Developments Affecting 
the Insurance Industry, 
Pension Plans and 
Actuarial Matters 


Reinsurance Regulations 

With the passage on 30 June 1987 of 
Bill C-56, an Act to amend certain 
Acts relating to financial institutions, 
regulations respecting the reinsurance 
activities of insurance companies 
were required. To ensure that the 
industry was kept informed, copies of 
early drafts of regulations were sent to 
the major industry associations, the 
Insurance Bureau of Canada, the 
Reinsurance Council of Canada, and 
the Canadian Life and Health 
Insurance Association Inc. These 
organizations were asked for 
comment and the Office met several 
times with their representatives. As 
well, each insurance company 
received a draft copy of regulations in 
September 1987 for comment. 

As a result of this consultation 
process, several important amend- 
ments were made to the draft 
regulations. The industry appears to 
be generally satisfied with the result of 
this process; the regulations are 
expected to come into force on 
1 January 1989. 


Insurance Compensation Plans 
Work is nearing completion on plans 
to protect policyholders in the event 
of a failure of an insurance company. 
Until now, policyholders have not had 
protection like that offered by the 
Canada Deposit Insurance Corpora- 
tion to depositors. The Office has 
been working with provincial 
supervisory authorities, the Insurance 
Bureau of Canada, which represents 
the property and casualty insurance 
industry, and the Canadian Life and 
Health Insurance Association Inc., 
which represents the life insurance 
industry, to determine how best to 
develop consumer protection plans 
for insurance policyholders. 

These discussions have resulted in 
the two insurance industry associa- 
tions agreeing to take steps to 
establish separate consumer 
protection plans, one for property and 
casualty insurance, and one for life 
and health insurance. These would be 
administered by private sector 
organizations that would have to meet 
the minimum requirements set by 
various levels of government for the 
level of protection and so on. 

The plans will provide compensa- 
tion, within the limits stipulated in 
them, to policyholders and third 
parties in the event that an insuring 
company failed. As a condition of 
obtaining a licence, all insurers doing 
business in Canada would be required 
to participate in the appropriate plan 
established for their industry. 

If an insurance company in one of 
the two plans were to fail, all the 
insurance companies involved in that 
plan would be assessed for the cost of 
compensation provided by the plan. 
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On 17 February 1988 the 
corporation that will administer the 
property and casualty plan was 
incorporated, and the plan is 
expected to come into operation in 
all provinces and territories this fall. 

The Canadian Life and Health 
Insurance Association is taking steps 
now to incorporate an organization to 
handle the life insurance plan. It is 
expected to be operating sometime in 
1989. 


Capital Adequacy Rules for 
Life Insurance Companies 
Concerns about capital adequacy are 
not exclusive to the business of 
banking. With the passage of Bill C-56, 
powers were given to the Minister of 
Finance to prescribe minimum 
continuing capital and surplus 
requirements for life insurance 
companies. This can be done either by 
directive or by regulation. 

In the past, because of the margins 
that were traditionally included in 
actuarial reserves, it was not thought 
necessary to prescribe minimum 
capital and surplus requirements for 
life insurance companies. But, since 
1977, valuation actuaries have had 
more freedom in choosing 
assumptions for actuarial reserves. 
This freedom, together with intense 
competition in the insurance business, 
has resulted in a considerable 
narrowing of the traditional margins 
in actuarial reserves. As a conse- 
quence, it is appropriate that there 
should be minimum continuing 
capital and surplus requirements for 
life insurance companies, just as there 
are for banks, property and casualty 
companies, and trust and loan 
companies. 

In co-operation with the Canadian 
Life and Health Insurance Association, 
the Office is developing minimum 
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capital and surplus requirements that 
will be incorporated in regulations. 
The CLHIA is much interested in this 
work, not only because it is a trade 
association of life and health insurers, 
but also because it is developing 
similar financial standards in respect 
of the plan it is organizing to 
compensate policyholders in case of a 
failure of a life insurance company. 

The provinces are also interested in 
minimum continuing capital and 
surplus requirements and they have 
been involved in consultations on the 
subject. The regulations will be based 
on a formula that will require a 
company to calculate its minimum 
continuing capital and surplus 
requirements as a function of various 
risk components, such as mortality, 
morbidity, asset default, mismatching 
of timing of investment cash flows, 
and so on. 

It is expected that the minimum 
continuing capital and surplus 
requirements for life insurance 
companies will come into force in 


1989. 


Communication with 
Boards of Directors 
of Insurance Companies 
In keeping with the general initiative 
to increase consultation between the 
Office and the institutions it regulates, 
a program of communication with the 
boards of directors of insurance 
companies is being introduced into 
the supervisory procedures of life 
insurance and property and casualty 
insurance companies. 

Unlike banks, insurance companies 
are not at present required by 
legislation to appoint audit 
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committees from among their 
directors. Still, many companies have 
appointed these committees, and the 
Office is in touch with the rest to 
encourage that they establish audit 
committees as well. 

When examinations of insurance 
companies are completed, the Office 
now reports its findings to the 
chairperson of the audit committee as 
well as to the management of the 
company concerned. And, if 
circumstances dictate, the Office will 
meet with the full committee or the 
board to discuss the findings of 
examinations. 


Actuarial Developments in the 
Property and Casualty 
Insurance Division 

Bill C-56 brought the need for each 
property and casualty insurance 
company to submit with its annual 
statement a report from an actuary on 
the company’s policy and claims 
reserves. During a five-year transition 
period, a person who is not an actuary 
may be authorized to prepare the 
report. 

Because of this change in insurance 
legislation, it was necessary to 
establish an actuarial unit in the 
Property and Casualty Insurance 
Division. This unit, comprising a chief 
and two actuarial assistants, is 
responsible for reviewing the reports 
submitted, establishing the criteria for 
the approval of persons who are not 
actuaries to sign reports, defining the 
appropriate format and content of the 
reports, and generally taking care of 
actuarial matters in the Division. 

It is too early to draw conclusions 
about the impact that these new 
reports have had on supervised 
companies because the first reports 
were received only recently. However, 
the Office is pleased with the co- 
operation received from the 
supervised companies and from the 
actuarial profession in responding to 
this new requirement. 


Actuarial Services 

The Public Pension Reporting Act, 
which was passed in 1986, requires 
reports on various pension plans at 
least once every three years. These 
reports must be completed within 18 
months of the effective date of the 
actuarial valuation. The plans reported 
on are not supervised by the Office; 
specific legislation relates to each 
plan. 

During the past year, actuarial 
reports were completed and tabled in 
Parliament on pensions for Members 
of Parliament, Federally Appointed 
Judges, the Public Service of Canada, 
and the Canadian Forces. With respect 
to the last two groups, reports were 
also completed on the group life 
insurance benefits provided under the 
Supplementary Death Benefit plans. 

A memorandum of understanding 
between the Department of National 
Defence and the Office came into 
effect in March 1988. The memo- 
randum covers the provision of 
actuarial valuation data for the 
Canadian Forces. 


Looking to 
the Future 


We will continue to rely on an 
approach that values the 
importance of institutions 
governing themselves... 
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The evolution of the financial services 
sector both domestically and 
internationally will continue to be 
rapid. The Office has come through its 
first year well positioned to deal 
appropriately and effectively with the 
challenges that these changes will 
bring to Canada’s financial system. 

The Office is continuing to refine 
its approaches and techniques with a 
view to ensuring that the regulation of 
financial institutions and pension 
plans falling within federal jurisdiction 
contributes to a strong and stable 
financial environment. 

We will continue to rely on an 
approach that values the importance 
of institutions governing themselves, 
competing strongly, and remaining 
profitable while at the same time 
taking into account the need for 
consistent and competent regulation. 

Canada’s financial sector has been 
well served by this philosophy over 
the years. It will continue to be served 
well in the future. 
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To the Honourable the Minister of Finance 


Dear Minister: 


Pursuant to section 25 of the Financial Institutions and Deposit Insurance System 
Amendment Act, I am pleased to submit my Office’s 1989 annual report. 


The report covers the period from September 1988 to August 1989 and provides 
information that I trust will be of interest and use to you and to all Members of Parliament 
as well as to the general public and the federally regulated financial institutions. 


Yours sincerely, 


Mahe 


Michael A. Mackenzie 
Superintendent 


Ottawa, October 1989 


Canada 


To Contact the Office of the Superintendent 


In Ottawa 


255 Albert Street, Kent Square 
Ottawa, Canada 

K1A 0H2 

(613) 990-7788 

(Fax: 613-952-8219) 


Complaints and Inquiries 
about federally regulated 
financial institutions 
(613) 990-7788 

(613) 990-7849 

(613) 990-7890 


In Toronto 


One Front Street West 
Second Floor West 
Toronto, Ontario 
MS5W 1A3 

(416) 973-9280 

(Fax: 416-973-7021) 


OFFICE OF THE SUPERINTENDENT 
OF FINANCIAL INSTITUTIONS 


Executive Committee 


Superintendent 
Deputy Superintendent, 


Insurance and Pensions 


Deputy Superintendent, 
Regulatory Policy 


Deputy Superintendent, 
Deposit-Taking Institutions 


Executive Director 
General Counsel 


Director, Communications 
and Public Affairs 


In Montreal 


Complexe Guy-Favreau 

200 René Lévesque Boulevard West 
West Tower, Room 909 

Montreal, Quebec 

H2Z 1X4 

(514) 283-4836 

(Fax: 514-496-1726) 


In Winnipeg 


Lakeview Square One 

Post Office Box 52 

155 Carlton Street, Suite 307 
Winnipeg, Manitoba 

R3C 3H8 

(204) 983-4140 

(Fax: 204-983-7423 ) 


In Vancouver 


800 Burrard Street, Suite 940 
Vancouver, British Columbia 
V6Z 2G7 

(604) 666-5335 

(Fax: 604-666-6717) 


Michael A. Mackenzie 
Robert M. Hammond 


Suzanne Labarge 
Donald M. Macpherson 


Robert M. Emond 
T. William Sommerville 
Nancy A. Murphy 


A Message from 
the Superintendent 


he past year has been one of continued growth and 

consolidation for the Office. The pace of change in the financial 

sector in Canada and abroad continues to require that we as 
regulators take the pulse of change, respond to it, and adapt. Thus 
there is increased pressure on us to work continually to improve our 
Capacity to safeguard the system in the interests of depositors, 
policyholders, investors, and all who rely on Canadian financial 
institutions in conducting their business and personal affairs. This 
becomes increasingly demanding; what we did last year will not likely 
be good enough this year. 

Developing prudential standards to keep pace with the evolution 
of the markets represents a major challenge for regulators everywhere. 
Such standards must be designed so that they provide the needed 
levels of protection without preventing Canadian financial institutions 
from competing effectively at home and abroad. 

The existence of sound national prudential standards for financial 
markets across Canada, including all regions of the country, is central 
to the effective functioning of the country’s financial system. This is 
important whether they are implemented by federal or provincial 
regulatory authorities in dealing with the institutions under their 
respective supervision. In this period of change and growth, the 
institutions that comprise the financial system in Canada play 
increasingly important roles in the economy at home and abroad. 
Their international reputation for safety and soundness is an essential 
ingredient in Canada’s ability to compete successfully in an 
increasingly open and demanding world economy. 

We have worked with the Bank for International Settlements in 
the development of a risk-weighted capital convergence framework 
for banks, including Canadian banks, that operate and compete 
internationally. These standards have been the result of years of effort; 
we expect they will be fully implemented by 1992. We are proud of 
our contribution to this work, and we are now focusing on 
implementing the standards in Canada, including applying some of the 
key concepts to other deposit-taking institutions. In addition, we are 
actively engaged with the life insurance industry in developing sound 
capital standards. 

We have also made progress with our provincial counterparts in 
relation to developing consistent approaches to the supervision of 
financial institutions. We intend to accelerate our efforts in this area to 
ensure that financial institutions in Canada will be able to operate in a 
sound manner without being burdened by excessive overlays of 
regulation. Through joint efforts, steps have been taken toward _ 
standardizing federal and provincial financial reporting forms required 
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for insurance companies and, more recently, to ensure adequate 
oversight of security dealers owned by banks and to promote more 
effective information sharing. 

Regulators of the financial services sector must increasingly 
concentrate on how supervision is to be achieved to meet the 
objectives of a safe and healthy financial system rather than focusing 
on who is going to carry out the actual work. I am pleased with what I 
see emerging in terms of co-operation, and we will continue to 
encourage a co-operative approach. 

Our capability to ensure that institutions meet high standards has 
been and will continue to be dependent on the energies, focus and 
skills of our people. We are well on the way to refining and describing 
the standards we use in examining financial institutions under our 
purview and to acquiring and developing the skills we need so that 
our people are able to discharge their supervisory responsibilities in 
the most effective manner possible. Another important factor is the 
willingness of Canadian financial institutions — management, 
directors, auditors, actuaries and other professional advisers — to 
accept our goals and standards and to work with us to achieve them. 

Recognizing the importance of this, our practice is to make clear 
to the institutions we supervise the rationale and logic underlying our 
decisions — particularly those that are difficult. Their willingness to 
collaborate will be eroded if we do not do this, with the result that we 
will be perceived as arbitrary, bureaucratic and unreasonable. I am 
confident that this will not happen because we have developed strong 
communication links with all players in the financial sector. 

Our work is very visible to financial markets, and our standards 
and activities must be looked upon with respect by decision makers in 
world financial centres. I want to express gratitude to my Executive 
Committee and to all the staff of the Office who have made such 
important contributions to meeting this objective. 
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The 
Superintendent's 
Mandate and 
Mission 

The Superintendent's mission ts 
to protect the public by ensuring 
that federally regulated financial 


institutions and pension plans 
meet all their obligations. 


Office of the Superintendent of Financial Institutions 


The Office of the Superintendent of 
Financial Institutions was established 
in July 1987 as a result of the 
government’s decision to bring 
together into one organization the 
Department of Insurance, which was 
created over a hundred years ago, 
and the Office of the Inspector 
General of Banks, which had been 
established in 1925. 

The Superintendent of Financial 
Institutions is responsible for 
regulating and supervising banks, 
insurance, trust, loan and investment 
companies and co-operative credit 
associations that are licensed or 
registered by the federal government, 
and for supervising federally 
regulated pension plans. The Office 
of the Superintendent also has a 
responsibility to provide actuarial 
reports on various government 
pension programs. 

In addition to being responsible 
for the legislation that established 
the Office and its powers, the 
Superintendent’s Office carries out 
its mandate by administering 
legislation that applies to federally 
regulated financial institutions — the 
Bank Act, Canadian and British 
Insurance Companies Act, Foreign 
Insurance Companies Act, Trust 
Companies Act, Loan Companies Act, 
Investment Companies Act, Co- 
operative Credit Associations Act, 
and the Pension Benefits Standards 
Act, 1985. The Office also admini- 
sters the Civil Service Insurance Act 
and the Excise Tax Act, Part 1, and 
has responsibilities under the Public 
Pensions Reporting Act. 

The Superintendent’s mission is to 
protect the public by ensuring that 
federally regulated financial institu- 
tions and pension plans meet all their 
obligations. The goals in respect to 
this mission are to 
® monitor compliance with 
legislation, regulations and guidelines 
through a process of corporate 
assessment and effective interchange; 
© act as required to ensure liquidity 
and solvency of each institution; and 


® ensure a safe and sound legal and 
regulatory framework through policy 
development. 


In fulfilling this responsibility, the 
Office’s prime motivation is a 
prudential concern for the liquidity 
and solvency of each institution and 
pension plan. This work is based on 
the premise that public trust and 
confidence in the safety of financial 
institutions are essential to a sound 
Canadian economy. 

To ensure that it carries out its 
mandate effectively and discharges its 
responsibilities appropriately, the 
Office is continuing to build and 
maintain a competent, well trained 
and highly motivated staff under the 
direction of a senior management 
team that is dedicated to excellence, 
to fairness and to the safety and 
security of the Canadian financial 
system. With the advancements and 
changes that are occurring so rapidly 
in financial institutions throughout 
the world, the need for dedicated 
and professional staff at all levels 
cannot be overemphasized. 

The Government of Canada is 
continuing its broad program of 
legislative reform in respect to 
Canada’s financial institutions. New 
legislation is expected to take into 
account the rapid changes that are 
occurring in financial systems in 
Canada and throughout the world. 
Major changes will affect the Trust 
Companies Act, the Loan Companies 
Act, and the Insurance Acts. And 
significant amendments are being 
made to the Bank Act as well. 

The Office’s enabling legislation 
recognized that Canada’s financial 
system would evolve, and it provided 
the Superintendent with a range of 
powers to step in when problems in 
institutions are identified. These 
powers include the authority to issue 
compliance orders to financial 
institutions where necessary, to 
ensure that they are in conformity 
with legislation and regulation. 

The Office has developed a 
comprehensive framework to guide 
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the examinations carried out in 
financial institutions. These 
examinations assess financial 
solvency and compliance with 
legislation and regulations. The 
examination process comprises three 
phases — planning, on-site, and 
reporting. Work is under way now in 
the Office to implement standards 
for all examination phases that can 
be applied in an even-handed way 
across all financial institutions and 
pension plans. 

In carrying out its examination 
programs, the Office also gathers 
information about the operations of 
federally regulated financial 
institutions to develop policy 
proposals for consideration by the 
government and to assess the 
strengths and weaknesses of 
elements of the financial system so 
that sound advice can be provided to 
ministers and others. 

The focus of all our Office’s work 
is the protection and safety of the 
people who make deposits, hold 
insurance policies, and are members 
of pension plans. 


Regulating in 
the 1990s 


The single pivotal question ts this: 
How can we establish workable 


standards that are precise 
enough to ensure protection of 
depositors, policyholders and 
pension plan members and yet 
not so inflexible as to preclude 
strong and healthy competition 
for Canadian financial 
institutions both domestically 
and internationally. 


More transformation, innovation, 
expansion and evolution will likely 
occur over the next five years in 
Canada’s financial system and its 
constituent industries than we have 
seen over the past five years of 
enormous change. The government’s 
1986 “New Directions for the 
Financial Sector” provided the initial 
blueprint for sweeping changes to 
the laws that govern Canada’s 
financial institutions; in the 1990s 
the plans — discussed, debated, 
refined and honed — will become 
the reality. 

Much has been written before and 
since the government’s New 
Directions paper about the 
crumbling of the four pillars of our 
financial system, the changing 
character and complexion of 
financial services, the challenge to 
regulators at least to keep up with if 
not ahead of change as financial 
industries quickly find new roles for 
themselves in a fast-paced domestic 
and international environment. In the 
world that we will be dealing with — 
and indeed are dealing with today — 
regulators have some strikingly 
complex questions to ask and to 
answer if they are to carry out their 
charge. 

The single pivotal question around 
which all the rest revolve is this: 
How can we establish workable 
standards that are precise enough to 
ensure protection of depositors, 
policyholders, and pension plan 
members and yet not so inflexible as 
to preclude strong and healthy 
competition for Canadian financial 
institutions both domestically and 
internationally. 

This is most certainly the 
elemental challenge — and at the 
same time the most intriguing — that 
faces financial regulators today. And 
it will be with us for a long time. 

Competition implies conflict, 
rivalry, taking risks, winning over 
others. It is a strong, business-like 
word with overtones of aggression, 
action, movement. Protection 
suggests shelter, safety, security, no 


risk, no danger. These are reassuring 
and comforting notions. 

It is certainly accepted that safety, 
security and stability are key to a 
sound financial system. And com- 
petition, risk-taking, and innovation 
are vital to growth and progress. The 
challenge, both to the regulator and 
to the financial institutions, is first to 
find a point of congruity and harmony 
between these disparate elements; 
then, working together, they must 
establish precepts and principles to 
ensure that close balance is main- 
tained — consistency in applying rules 
on one side and flexibility on the 
other, protection for the consumer, 
enhanced competition for the players. 

All this must be done with the 
understanding that the big picture is 
not yet fully in focus. Prophecies and 
predictions have been made about 
the face of financial industries to 
come — bigger players and probably 
fewer of them; greatly increased 
risks; complex and intricate 
interrelationships as different parties 
jockey for market share; blurring 
lines of business; more potential for 
conflicts of interest. There is no 
question that we must be forward 
looking and, in many ways, 
courageous in the steps that we take 
in setting standards for the new 
environment that we are dealing 
with. But the standards must be set, 
they must be promulgated, they must 
be applied, and they must be 
maintained and respected. 


Prudential Standards 

We are not starting from scratch. 
Strides have already been made — 
and more are imminent — in setting 
capital adequacy rules for various 
players in the financial system. 

One of the most important 
regulatory tools available is the 
ability to set capital adequacy rules. 
Capital is the necessary buffer to 
absorb unexpected losses or 
downturns to ensure the protection 
of policyholders and depositors. 

During the last year, the Office has 
issued guidelines to banks on the 
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implementation of the Bank for 
International Settlements’ capital 
rules in Canada. Members of the BIS 
include the central banks and 
banking supervisors of Belgium, 
Canada, France, Germany, Italy, 
Japan, the Netherlands, Sweden, 
Switzerland, the United Kingdom and 
the United States. The BIS is one of 
the most important forums for 
exchanging information affecting 
financial markets. 

Much time and effort have been 
spent on resolving a number of 
technical details and helping the 
banks to interpret the BIS rules. 
Since the new rules require 
capturing information on off-balance 
sheet items that has not been 
reported before, the banks have had 
to adapt their systems to collect data 
to allow the Office to monitor capital 
appropriately. 

The general acceptance across the 
financial services industry that 
different risks require different 
amounts of capital is also mirrored in 
the Minimum Continuing Capital and 
Surplus Requirements for life 
insurance companies. Proposed rules 
on capital have been developed and 
discussions continue with the 
Canadian Life and Health Insurance 
Association Inc. and with industry 
members to arrive soon at capital 
standards that will address regulatory 
concerns and reflect the risks 
inherent in various institutions’ 
portfolios. 

These important steps toward 
consistent approaches to capital 
adequacy rules throughout the 
financial service industries are most 
encouraging; they are paving the way 
to consistent standards nationally and 
internationally. But none of this work 
can be done in a vacuum — our 
federally regulated financial 
institutions operate in other 
domestic and international 


jurisdictions that also have powers to 
set prudential rules. Agreement is 
achieved only after considerable 
consultation, discussion and 
compromise. 

Over the next year, more work 
will have to be done on capital 
adequacy. Trust companies and the 
co-operative movement have asked 
whether the BIS principles could be 
adapted to their industries. Risk 
profiles will have to be assessed as 
part of the ongoing review of capital 
adequacy. Research continues in 
other areas such as interest rate risk, 
position risk, foreign exchange risk, 
and settlement risk. The findings 
from these studies should provide us 
with a solid base for evaluating the 
risks in financial institutions — 
whatever industry they are in. 

Many of the regulators in other 
jurisdictions have expressed concern 
that radically different prudential 
rules could lead to some weakening 
of their rules to attract financial 
institutions to their jurisdictions or 
to place their institutions at a 
competitive advantage. Regulators 
are also concerned that there could 
be inefficiencies in the marketplace if 
institutions are subject to 
incompatible levels of regulation. 

For banks, the capital rules are 
established internationally through 
the aegis of the Bank for 
International Settlements. The 
Canada Deposit Insurance 
Corporation and provincial 
regulators have an interest in the 
rules affecting trust companies. And 
provincial regulators are also 
concerned with the rules that govern 
life and property and casualty 
insurance companies. There is a 
fundamental need for consistency in 
the approach to prudential 
supervision to ensure that common 
standards exist nationally or 
internationally, irrespective of who 
the regulator is. 

Consistency would ensure that 
institutions are not governed by 
contradictory or incompatible capital 
rules and would provide all 
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regulators with a common frame- 
work to apply to the institutions they 
supervise. We are optimistic that 
discussions with our provincial and 
international colleagues in the 
coming year will result in progress 
toward the consensus that is so 
essential in this area. 

The past year was the Office’s first 
year of experience with the initial 
effect of deregulation — bank 
ownership of securities dealers. 
During 1988, Memoranda of 
Understanding were signed with the 
Ontario Securities Commission, the 
Commission des valeurs mobiliéres 
du Québec, and the British Columbia 
Securities Commission. And during 
the year we have had consultations 
and deliberations with the provincial 
securities commissions on matters of 
common interest. These have 
included issues of purely domestic 
concern as well as a number of 
international issues such as solvency 
rules and the need for controls over 
conflict of interest. 

In this regard, following the 
October 1987 market break, we 
looked at mechanisms in place to 
insulate a financial institution from 
inappropriate risks assumed by its 
securities dealer subsidiary or 
affiliate. These could include specific 
capital adequacy rules, limits on 
credit extensions by the financial 
institution to the dealer, and 
restrictions on client information 
that can be shared by the financial 
institution and the dealer. Some 
limitations, or “firewalls”, may 
involve restrictions on the financial 
institution’s provision of credit to the 
company whose securities are being 
issued by the affiliated securities 
dealer. We are examining the set of 
rules that would be required in the 


Canadian market in light of the 
structure and activities of various 
federally regulated financial 
institutions. 

The Bank for International 
Settlements’ Committee on Banking 
Regulations and Supervisory 
Practices meets regularly to discuss 
regulatory and market developments 
in the member countries. In 
September 1988, this committee 
sponsored a meeting of bank 
regulators and securities regulators 
to allow issues of common interest 
to be discussed, such as capital rules 
and exchange of information. As 
well, several subcommittees have 
been established to work on specific 
issues of interest to all countries. Our 
Office is involved in subcommittees 
that are working on interest rate risk, 
foreign exchange risk, off-balance, 
liquidity, and position risk. We are 
also working with a group that is 
involved in clarifying the details and 
monitoring the implementation of 
the capital adequacy rules 
established in 1988. 

Most of these subcommittees are 
looking at and trying to measure the 
impact of risks, other than credit 
risks, on the operations of a bank. 
They are looking at how these risks 
arise and whether regulatory rules to 
contain them are required. Since 
many of these risks are common to 
other financial institutions, the Office 
is using the knowledge base 
developed for banks and is 
examining its application to other 
types of financial institutions. 

The committee on position risk on 
traded securities is chaired by the 
Superintendent. It reflects the 
growing interest and concern of 
bank regulators over the regulation 
of securities activities carried out by 
banks and their affiliates. The 
subcommittee includes as 
participating observers 
representatives from securities 
regulators as well as banking 
supervisors. It was formed to discuss 
approaches that could be taken to 
capital requirements for securities 


activities carried out by banks, 
whether through subsidiaries or in- 
house. 

At present there is no equivalent 
international forum for discussing 
matters that may be of common 
interest to insurance regulators. It 
may well be that this will evolve as 
the European Community develops 
standard rules for insurance 
operations in the EC. 

Through discussions with industry, 
other government departments and 
the members of the Bank for 
International Settlements, we have 
been monitoring the evolution of the 
European financial services industry 
as it moves toward 1992. The 
opening up of member country 
markets to financial institutions of 
other members has required the EC 
to develop minimum standards that 
would apply to all institutions. 

Canadian institutions will be 
affected by this process as many of 
them are already well established in 
one or more European countries. We 
expect that there will be pressure for 
greater international harmonization 
of rules covering financial 
institutions. This could result in 
other agreements similar to the 
international convergence of capital 
rules for banks. 

Increased globalization of financial 
markets as well as the increased 
trading volumes in these markets 
have made participants and 
regulators conscious of a number of 
other types of risks. One of these 
relates to the clearing and settlement 
systems operating domestically and 
internationally. Participants in the 
securities markets have found that 
the operational characteristics of 
these markets are of uneven quality 
and reflect local historical traditions 
and practices. They have found that 
uneven quality and practice inhibits 
international investment flows while 
the intersection between local 


practice and growing volumes could, 
under adverse circumstances, 
represent a serious risk to the 
world’s financial network. 

The Group of Thirty — a private 
sector group concerned with the 
working of the international financial 
system — developed a set of 
operational proposals for practices 
and standards that it hopes each of 
the world’s principal markets will 
embrace. Steering committees have 
been set up in various countries to 
determine what changes need to be 
made in local practices to implement 
the recommendations made by the 
Group of Thirty. Our Office is a 
participant in the Canadian steering 
committee that comprises private 
sector and government organizations 
in Canada. 

In the Canadian securities market, 
there has been considerable growth 
in the activities of the Canadian 
Depository for Securities Ltd. (CDS). 
Effectively, this company is Canada’s 
national securities clearing house. 
CDS provides various automated 
services for financial institutions 
active in both the Canadian and 
international capital markets. The 
depositor service includes a book- 
based system that enables CDS 
participants to deposit their 
securities with CDS for safekeeping 
and settle securities trades using a 
computerized accounting system. 
This eliminates the physical 
movement of securities certificates 
and leads to significant efficiencies. 

We have worked with provincial 
securities regulators and the Bank of 
Canada to review the present 
operations of CDS. The object of our 
work is to ensure that CDS is 
managing adequately the risks 
inherent in its operations to ensure 
that financial institutions can entrust 
the handling of their securities to the 
company. Over the past year, a 
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framework has been developed to 
regulate CDS in an effective way, and 
the Office has been working with the 
company to put in place measures to 
minimize risks and to establish a 
continuing relationship. 

Considerable progress has been 
made in this area and work will 
continue to allow the activities of 
CDS to expand to provide a highly 
efficient and effective clearing system 
for securities in Canada. 


Business Powers 
and Standards 


The Office continues to provide 
considerable support, along with the 
Bank of Canada, to the Department 
of Finance in the development of 
legislative proposals to give effect to 
the government’s policy of reform of 
the financial sector. The Office’s 
experience with financial institutions 
and the general knowledge of the 
financial services industry allow for a 
valuable contribution to the process, 
particularly in terms of ensuring that 
issues of a prudential nature are 
addressed and that the legislation 
does not cause administrative 
problems for the regulator and the 
industry. 

As the process of expanding 
powers for various institutions 
progresses, the regulatory framework 
must be balanced enough to provide 
for effective competition both at 
home and abroad while ensuring 
protection for depositors, policy- 
holders and other customers and 
creditors of the financial institutions. 
The evolution and changes in 
business powers proposed for all 
financial institutions will result in a 
need to ensure, from a regulatory 
perspective, that similar activities are 
treated consistently no matter which 
institution is doing the business. 

The opening up of the financial 
sector to permit more competition at 
the level of products should benefit 
the consumer of financial services. It 
does, however, result in a need for 
regulators to be even more sensitive 


to the risks associated with 
companies expanding their business 
lines into fields where they have little 
expertise and that could represent, 
over time, a drag on their bottom 
line. Competition will also have the 
effect of thinning profit margins in 
certain areas, thus forcing 
institutions to be ever more vigilant 
in their pricing practices. Capital 
standards provide a cushion to 
protect the solvency of institutions, 
and regulators can monitor this area. 
But it is more difficult to assess the 
skills of the management of a firm in 
relation to some of the risks that flow 
from increased competition. 

This is an important issue for 
regulators in the context of some of 
the other changes that are occurring. 
Although we can learn from the 
experience of the British, the 
Germans and the Americans who all 
have different regimes, the Canadian 
structure has unique aspects. For 
example, Canada has decided to 
specify that federally regulated 
financial institutions use subsidiaries 
to carry out specialized ventures 
such as securities activities, an 
approach that is not used in other 
countries. The structures for 
Canadian institutions have evolved 
over time into very different patterns 
depending on which sector they are 
in — widely held for banks, closely 
held for trust companies and for 
stock interests for insurance 
companies. As the financial sector 
evolves and the rules change, 
corporate conglomerates with very 
different corporate structures may 
emerge. 
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Maintaining a strong yet flexible 
regulatory framework that takes 
these issues into account and is even- 
handed in its application and impact 
is a top priority for the Office and is 
the most significant and complex 
challenge we face. 

The Office has been making steady 
progress in this area and continues to 
monitor developments in other 
jurisdictions to avoid inconsistencies 
that would impede the growth of the 
financial sector in Canada and 
thereby compromise the ability of 
our institutions to compete 
effectively in the international 
markets. 

The financial institutions remain 
concerned with the speed at which 
the re-regulation initiative is 
proceeding. But they clearly 
recognize the complexity of the 
issues at play. Great progress has 
been achieved over the past several 
years that will result in substantial 
changes to the legislation that is in 
place at time of writing. The time 
devoted to refining the principles 
and practices will prove to have been 
well spent once the new legislation 
is in effect. 


The Supervisory Response 
The significant changes that have 
occurred to date, along with those 
on the horizon, have led the Office to 
revise its approach to examinations 
to discharge its mandate more 
effectively. New methodology is 
being developed and implemented 
for the examination of deposit-taking 
institutions and insurance 
companies, and it is appropriately 
flexible to be applicable to pension 
plans as well. 

The examination process includes 
a variety of activities required to 
conduct an effective and efficient 
assessment of a financial institution 
or pension plan. These activities are 
organized into three distinct phases 
— planning, on-site, and reporting — 
and all the phases are linked in 
sequence by the outputs of the 
preceding phase. 

The planning phase includes an 
assessment of the institution’s risk 
profile, the materiality of these risks, 
and the reliance the Office can place 
on other parties in performing their 
responsibilities. The assessment of 
these factors allows a focus for the 
scope of the examination work to be 
performed during the on-site phase. 
In addition to this assessment, the 
planning phase entails a review of the 
work of shareholders’ auditors and 
internal auditors, an analytical review 
of financial performance, a review of 
minutes of meetings of boards of 
directors and related committees, 
and an assessment of the resources 


required to complete an efficient and 
effective examination. 

As its name suggests, the on-site 
phase of the examination program is 
conducted at a financial institution. 
The objectives are to carry on the 
work in accordance with the 
examination plan as determined 
during the planning phase, modifying 
the program as necessary, and to 
reach a conclusion concerning the 
financial condition of the institution. 
The phase includes a review of the 
quality and valuation of selected risk 
assets, an assessment of the asset 
liability management processes used, 
a review of related party transactions, 
a review of treasury operations, a 
review of the valuation of liabilities 
in the case of insurance companies, 
and interviews with senior officers 
responsible for key areas. At the 
conclusion of the on-site phase, 
meetings are held with senior 
management to discuss the scope, 
findings and preliminary conclusions 
of the examination. 

The on-site examination work also 
identifies any activities in the 
institution that may give rise to issues 
that could require rulings or 
corrective action to ensure that the 
institution complies with sound 
business practices and regulations. 

In the reporting phase the 
examiners prepare an examination 
report that forms the basis upon 
which Office management can rely in 
signing off the various reports 
prepared for other parties. The 
examination report includes the 
examiners’ assessment of the areas 
reviewed, an internal evaluation of 
the financial institution based on 
criteria established by the Office, 


system-wide issues considered and 
policy issues identified. The results of 
the examination are communicated 
to the financial institution by a report 
to management, followed by Office 
presentations to the audit committee 
and the board of directors to discuss 
examination findings. Reports of the 
examination findings are also made 
to the Minister and, for deposit- 
taking institutions, to the Canada 
Deposit Insurance Corporation. 

In cases where the Office believes 
that a financial institution requires 
special attention, the responsibility 
for monitoring is undertaken by 
specialists whose mandate is to 
ensure that appropriate corrective 
action is taken to resolve difficult 
situations. 

To complement the work 
performed during the examination 
process, the Office conducts a 
regular program of monitoring the 
ongoing operations of financial 
institutions. This entails gathering 
financial information, carrying out 
analyses and tracking trends within 
industry. In response to emerging 
trends that show an increasing 
similarity in business activities of the 
different sectors of the financial 
industry, the Office has recognized 
the need to make regulatory 
reporting requirements more 
consistent. 

Existing reporting requirements of 
different agencies often overlap, 
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imposing an unnecessary reporting 
burden on the industry and not fully 
meeting the new needs of regulators. 
To address these concerns, a multi- 
agency committee was set up in the 
autumn of 1988 to review existing 
reporting requirements for all 
federally regulated financial 
institutions and to develop new 
requirements in light of coming 
change. The committee includes 
representatives from the Office, the 
Bank of Canada, the Canada Deposit 
Insurance Corporation, and the 
Department of Finance. It is 
expected that next year the 
preliminary results of this work will 
be available for consultation with 
interested parties. In the meantime, 
the Office is continuing its project to 
implement electronic returns to 
facilitate the collection of timely 
data. 

Technological advances have 
meant that institutions can carry out 


their activities anywhere in the world 


at any time of the day or night. The 
Office has had to find ways of staying 
in touch with world developments, 
anticipating their impact on 
Canadian institutions and ensuring 
that our regulatory programs are 


consistent with activities in the major 


markets. 
The rapid growth in the use of 
technology and the continuing 


changes in markets increase the need 


for the Office to ensure that 
regulation responds not to past 
practices but to today’s reality. The 
Regulatory Policy Sector continues 
discussions with institutions and 
industry associations to ensure that 
current regulatory practices don’t 


inhibit market innovation and that 
the risks associated with new 
products or other market 
developments are recognized and 
taken into account by the various 
players. With this in mind, our 
examination programs emphasize 
identifying areas of risk in each 
institution. 

Recognizing the need to keep on 
top of the changes and to be 
sensitive to the needs of the 
institutions, the Office has 
strengthened its linkages with boards 
of directors, auditors, actuaries, and 
professional associations. The 
importance of these linkages cannot 
be emphasized enough, given that 
the philosophy of strong self- 
governance combined with vigilant 
regulators is the cornerstone of the 
strength of the Canadian financial 
system. 
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Supervising the 
Federally 
Regulated 
Financial 
Institutions 


Regulators of the financial 
services sector must increasingly 
concentrate on how supervision 
is to be achieved to meet the 
objectives of a safe and healthy 
financial system rather than 
focusing on who ts going to 
carry out the actual work. 


The Office of the Superintendent of 
Financial Institutions supervises 
some 630 financial institutions and 
900 pension plans. The pension plans 
are sponsored by employers in 
federally regulated companies and 
are subject to the provisions of the 
Pension Benefits Standards Act, 1985. 
The financial institutions — banks, 
trust, loan and investment 
companies, co-operative credit 
associations and life and property 
and casualty insurance companies — 
are governed by various pieces of 
federal legislation. 

On a cost-recovery basis, the 
Office carries out reviews of certain 
provincially chartered institutions 
through federal-provincial 
arrangements or as an agent of the 
Canada Deposit Insurance 
Corporation. There are some 55 
institutions that come under Office 
examination by virtue of these 
relationships. 

Total assets of the financial 
institutions supervised by the Office 
amount to about $795 billion; the 
assets of supervised pension plans 
amount to about $34 billion. 

The Superintendent’s Office is also 
responsible for preparing actuarial 
reports pursuant to the Public 
Pensions Reporting Act and the 
Canada Pension Plan Act and for 
various other statutory reports on 
government pension and insurance 
programs. As well, actuarial services 
and advice are provided to other 
government departments. 


Of Note in 1988-89 


The Economy 

By spring 1988, financial markets had 
made a strong recovery from the 
1987 stock market downturn. But 
there was still apprehension about 
the fragility of an already extended 
economic cycle of six years. 
Increasingly it became evident that 
the underlying strength of business 
activity had been underestimated and 
concerns about inflation began to 
take hold. Throughout the developed 
world, interest rates began gradually 
to rise, a trend that by year end 
became pronounced in Canada. 
Historically, Canadian banks have 
benefited from stable or declining 
interest rates. Still, taken as a whole, 
the interest rate climate in 1988 was 
positive for the operating results of 
Canadian banks. 

A strengthening western Canadian 
economy encouraged real estate 
development, especially in British 
Columbia. In central Canada, 
Ontario’s vigorous economic 
performance continued and its real 
estate market surged. Overall, the 
economic environment proved 
favourable to companies in the trust 
and loan industry as they moved to 
meet the strong demand for 
mortgages, both residential and 
commercial. Competition was 
intense among all providers of 
mortgage funding. 


Money Laundering 

On 1 January 1989 the federal 
government passed legislation to 
amend the Criminal Code, the Food 
and Drug Act, and the Narcotics 
Control Act. The Bill C-61 
amendments give responsible law 
enforcement authorities the power 
to seize assets of suspects in 
organized crime investigations, 
including drug traffickers. The 
amendments listed an additional 
number of offences as “enterprise 
crime”, with money laundering listed 
as a new offence in Canada. 


Our Office is concerned about the 
potential erosion of public 
confidence that can ensue for any 
regulated financial institution tainted 
by money laundering. We are 
strongly committed to ensuring that 
those institutions within our super- 
vision strengthen and maintain sound 
internal rules and procedures to 
prevent money laundering. The 
Office is also fully supportive of the 
Bank for International Settlements’ 
code of conduct as it relates to this 
issue. 

In co-operation with the Canadian 
Bankers’ Association and various law 
enforcement agencies, the Office 
participated in seminars in the early 
part of 1989 to assist financial 
institutions in establishing and 
strengthening those internal 
procedures. 


LDC Debt 
Throughout 1988 the continuing 
difficulties of less developed 
countries in the servicing and 
restructuring of their foreign debt 
were a preoccupation of major 
international financial institutions, 
including Canadian banks. The year 
witnessed increased efforts on the 
part of lenders to reduce their 
exposures and on the part of creditor 
nations to reduce their debt burden. 
Through a variety of arrangements 
involving the swapping of debt for 
new debt and equity instruments, 
sales of loans in open markets, and 
the restructuring or rescheduling of 
maturing loans, progress was made 
toward achieving both objectives. 


Exchange of Letters with the 
Auditors of Financial Institutions 
For several years our Office has 
engaged in an exchange of letters 
with auditors of federally regulated 
deposit-taking institutions providing 
for sharing of information. This year, 
for the first time, there was an 
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exchange of similar letters with the 
auditors of life and property and 
casualty insurance companies. The 
letters asked the auditors to commit 
in writing to notify the company’s 
chief executive officer and our Office 
if, during their examinations, they 
encountered any matters that might 
have a significant effect on the 
company’s ability to meet its 
obligations or that indicated non- 
compliance with federal insurance 
legislation. 

Our correspondence has been 
careful to emphasize that the Office 
is not asking auditors to expand the 
scope of their work beyond that 
necessary to report on financial 
statements as required by legislation. 

With a view to avoiding 
duplication of work and to making 
sure that our examinations are as 
efficient and effective as possible, we 
ask auditors to commit to provide 
the Office with access to audit 
working papers. In turn, we make the 
commitment to advise auditors of 
any situation that we might bring to 
the institution’s attention that 
appears to threaten its solvency. We 
further agree to let auditors know 
before their audit sign-off and 
completion date whether there are 
matters of concern to us that might 
appropriately be examined by the 
auditors before an opinion on the 
financial statements is issued. 

We are pleased with the co- 
operation extended by federally 
regulated financial institutions and 
auditors in arranging this exchange 
of letters, and we believe that this 
exchange will contribute to more 
effective and efficient supervision of 
all institutions. 


Provisioning for AIDS 

The growing incidence of excess 
claims due to Acquired Immune 
Deficiency Syndrome (AIDS) led us 
to request valuation actuaries of 
federally registered life insurance 


companies to deal with the subject of 


AIDS in their reports on actuarial 


reserves as at 31 December 1988. In 
our annual memorandum setting out 
requirements for actuarial reports, 
we asked valuation actuaries to take 
recent recommendations of the 
Canadian Institute of Actuaries (CIA) 
into consideration when preparing 
their actuarial reports. Adhering to 
the CIA recommendations was not 
mandatory because they had not yet 
been endorsed by the Institute as a 
professional standard. 

Of the companies that transact life 
business in Canada, 94 per cent 
established provisions for excess 
claims due to AIDS for the 1988 year 
end, with 60 per cent setting aside 
specific sums totalling $379 million 
and the remaining 34 per cent 
reporting an implicit provision 
already having been made in the 
actuarial liabilities wherever needed. 
The other companies, mainly small 
branches of non-resident companies, 
did not provide comments or in- 
formation concerning the AIDS risk 
in their annual statements and 
actuarial reports. 

Taking into account both implicit 
and explicit approaches, including 
life insurance actuarial reserves 
ceded to registered reinsurers, the 
total provisions set aside for the AIDS 
risk by all federally registered life 
insurance companies appear to have 
exceeded $550 million at the end of 
1988. 
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Accounting Rules for 

Financial Institutions 

Our Office continues to work with 
the Canadian Institute of Chartered 
Accountants (CICA) in relation to 
accounting rules to govern financial 
institutions. Last year we made clear 
our position that, although generally 
accepted accounting principles 
(GAAP) is certainly the direction in 
which financial institutions should be 
moving, the Office of the Super- 
intendent of Financial Institutions 
must, in accordance with legislation, 
retain the final responsibility and 
authority in respect of making 
accounting rules for banks. 

The major focus this past year has 
been on a new section of the CICA 
handbook which sets out generally 
accepted accounting principles for 
life insurance enterprises. 

We are supportive of the move to 
apply GAAP to life insurance 
companies; however, one area in the 
new section that is of concern to us 
is the proposed introduction of a 
new method of calculating life 
actuarial reserves. The new method, 
known as the policy premium 
method (PPM), recognizes profit 
immediately, at the time of selling a 
policy, instead of amortizing the 
profit into income over the duration 
of the policy. We are concerned that 
a switch to PPM may weaken the 
protection provided to a policy- 
holder by actuarial reserves 
calculated under current methods. 

Because of the Superintendent’s 
concerns, the CICA decided to delay 
implementing GAAP for life 
insurance companies for one year 
until 1990. 

The provisions of federal legis- 
lation are such that PPM cannot be 
implemented without amending the 


law. Following discussions with 
industry representatives, professional 
associations, and individual life 
insurance companies, we have 
agreed to recommend that federal 
insurance legislation be amended to 
permit the use of PPM, subject to 
two conditions. 

The first condition is that better 
information must be made available 
to the Office on the impact that PPM 
will have on the level of reserves 
currently held by companies. The 
second condition is that the Office 
must be satisfied that the profes- 
sional standards to be adopted by the 
CIA in connection with PPM will be 
strong enough to alleviate concerns 
about potential for front-ending of 
profits and the sensitivity of the 
method to small changes in 
assumptions. 

To speed the process, we are co- 
operating with the life insurance 
industry and the actuarial profession 
in a special project. We asked 
registered life companies to submit 
special reports to us demonstrating 
the impact of implementing PPM on 
the reserves held at the end of 1988. 
We will send the results of our 
analysis of these special reports to all 
concerned as soon as they are 
available. If the results of the study 
prove satisfactory, we will recom- 
mend that federal insurance 
legislation be amended to permit the 
use of the policy premium method of 
calculating actuarial reserves. 


Compensation Plans 

For many years the Canada Deposit 
Insurance Corporation has provided 
deposit insurance for customers of 
deposit-taking institutions that are 
members of the CDIC. This year a 
major breakthrough for customers of 
property and casualty insurance 
companies was made when the 
Property and Casualty Insurance 
Compensation Corporation was 
established early in 1989. The 


corporation is financed and operated 
by the property and casualty 
insurance industry and is designed to 
protect people across Canada that 
have claims for losses outstanding 
against a property and casualty 
insurance company that fails. 

If a property and casualty insurer 
goes bankrupt, the corporation will 
provide payment of claims for losses 
of up to $200,000, subject to certain 
limited deductibles. Although the 
program covers home, automobile, 
business, and many other types of 
insurance, it does not cover certain 
specialty classes such as surety. 

The life insurance industry is 
working on a similar scheme to 
protect the policyholders of life 
insurance companies that fail. 


Industry Overviews 


Supervising Deposit-Taking 
Institutions 


Chartered Banks 

During 1988-89 we carried out on- 
site examinations of the 67 chartered 
banks in Canada and provided 
interpretations and rulings in relation 
to banking activities. As discussed 
earlier in this report, considerable 
effort has been devoted to refining - 
international banking standards and 
to preparing Canadian banks for 
implementing these new standards 
by 1992. 

Fifty-eight person-years were 
assigned to direct supervision of 
banks, and costs assessed to the 
banks in this regard amounted to 
$6.9 million. These costs represent 
not only direct time but also a 
portion of executive, policy and 
general overhead costs assessed on 
the basis of the direct time spent in 
dealing with supervising these 
financial institutions. 


The banking industry in Canada 
comprises 10 domestic chartered 
banks and 57 subsidiaries of foreign 
banks that are regulated and 
supervised by our Office; 2 domestic 
banks, BC Bancorp and Continental 
Bank of Canada, are in voluntary 
liquidation. In addition to these 
operations, 46 foreign banks have 53 
representative offices in Canada. 
Representative offices are not 
permitted to carry on banking 
activity in Canada but are designed to 
promote the services of the foreign 
banks they represent. 


Net Income 
Six Major Canadian Banks 
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*In 1987, domestic net income was $1,997 
million. With after-tax charges to income of 
$2,632 million for losses on loans to less 
developed countries, there was a net loss at 
year end of $633 million in 1987. 


The operating year for Canada’s 
chartered banks begins 1 November 
and ends 31 October of each year. 
For 1988, the six major domestic 
banks recorded an aggregate net 
income of $3.3 billion, or a return on 
average assets of 0.75 per cent. This 
represents an increase of 14.4 per 
cent over the previous year’s results, 
prior to the special provision on less 
developed country lending. The 
increase in earnings was driven 
primarily by 
© continued strong results in 
domestic retail operations; 
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© substantial reductions in average 
non-performing loans; 


¢ reduced loan loss provisions; and 
® enhanced fee-based revenues. 


Average asset growth in 1988 was 
3.3 per cent; the Canadian economy 
grew at a healthy pace encouraged 
by a high level of consumer 
spending, a strong housing market 
and increased business investment. 
Domestic asset growth was strong in 
personal mortgage and consumer 
loans. The growth in domestic 
business loans was partly attributable 
to the 1987 stock market downturn 
which reduced the ability of 
companies to use the equity market 
for raising capital. 


Average Total Assets 
Six Major Canadian Banks 


$ billions 
500 
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FY-1988 


As in 1987, the strong domestic 
performance in 1988 was somewhat 
offset by weaker performance in the 
international sectors. The LDC debt 
portfolios of banks continue to affect 
earnings. The inflow of past due 
interest made a substantial 
contribution to earnings on 
international business. 


Non-Performing Loans (net of provisions) 
Six Major Canadian Banks 
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There were other significant 
developments during 1988: 


® Non-performing loans net of loss 
provisions dropped to 1.45 per cent 
of loans, from 2.63 per cent in 1987. 
© Interest rate spreads improved 
modestly, reaching 2.99 per cent for 
major Canadian banks, compared to 
2.69 per cent in 1987. 

® New rules were implemented for 
recognition of credit losses requiring 
banks to charge actual losses for the 
year to income instead of using 
moving average loss experience ratio 
over five years as was done 
previously. 

© Country risk provisioning for 
domestic banks increased to an 
average of 43 per cent of claims on 
38 designated less developed 
countries. This provision was close 
to the upper limit of the prevailing 
35 per cent to 45 per cent range set 
by the Office. 

@ The ratio of LDC assets net of 
provisions for losses dropped to 

56 per cent of common equity, 
compared to 89 per cent in 1987. 
This was mainly as a result of 
increased activity in the market for 
loan sales and swaps and an increase 
in capital. 
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® Common equity as a percentage 
of assets increased to 4.25 per cent 
for the major banks, compared to 

3.9 per cent in 1987. The increase 
was generated by improved profits 
and by issuing shares. 

@ The capital adequacy standards for 
large international banks, as estab- 
lished by the Bank for International 
Settlements, were introduced for 
implementation in 1989, with a 
target of total capital of 7.25 per cent 
of risk weighted assets to be reached 
by 1990, and 8 per cent by 1992. 
Based on current ratios for major 
domestic banks, the indicated targets 
appear to be readily attainable. 


Total Assets 
Foreign Bank Subsidiaries 


$ billions 


Net Income 
Foreign Bank Subsidiaries 


$ millions 
250 


200 


FY-1987 FY-1986 FY-1985 FY-1984 


FY-1988 


The growth in assets of foreign 
bank subsidiaries, or Schedule II 
banks, parallelled growth in assets for 
domestic operations of major 
Canadian banks in 1988. But foreign 
bank subsidiaries’ profitability has 
not reached the levels achieved by 
large domestic banks. In 1988, 
reported net income of foreign bank 
subsidiaries moved sharply to 
$178 million, up from the depressed 
$33 million before special risk 
provisions in 1987. Accordingly, the 
return on average assets of foreign 
bank subsidiaries was 0.35 per cent 
in 1988, up considerably from the 
0.09 per cent recorded before 
extraordinary items in 1987. 


Other Deposit-Taking Institutions 
There are 30 trust companies, 30 
loan companies, 18 investment 
companies and 7 co-operative credit 
associations operating under federal 
statutes. We conduct examinations 
and reviews in each institution and, 
as with the banks, there is ongoing 
monitoring. 

Forty-three direct person-years 
were applied to this activity in 1988- 
89, and $4.2 million in costs, 
including related executive, policy 
and overhead costs, were assessed 
against the institutions. In addition, 
we recovered $0.6 million from the 
Canada Deposit Insurance 
Corporation for services provided to 
it. 


Trust and Loan Companies 
At the end of 1988, there were 
30 federally incorporated trust 
companies and 30 federally 
incorporated loan companies 
operating in Canada. Of these, three 
trust and two loan companies were 
not taking deposits. The operating 
year of trust and loan companies 
begins on 1 January and ends 
31 December each year. 

During 1988, the economic 
environment proved favourable to 


Net Income Before Taxes 
Trust and Loan Companies 
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trust and loan companies in Canada 
as they moved to meet the strong 
demand for both residential and 
commercial mortgages. 

Aggregate pre-tax profits of 
federally supervised trust companies 
increased to $370 million from $266 
million in 1987. Similarly, pre-tax 
profits of federally incorporated loan 
companies rose to $914 million 
from $755 million in the previous 
year. Improved earnings resulted 
from strong asset growth, increases 
in fee-based income, and recovery of 
previously written-off investment 
losses. 

There were other important 
developments during 1988 as well: 


© Total assets of federally supervised 
trust companies rose by 20 per cent 
in 1988 to $44 billion from 

$37 billion in 1987, reflecting larger 
mortgage portfolios. Return on assets 
also increased from 0.67 per cent in 
1987 to 0.78 per cent in 1988. 


® Total assets of federally supervised 
loan companies increased by 22 per 
cent to $118 billion from $96 billion 
in 1987, also because of increased 
mortgage demand. Return on assets, 
however, decreased slightly from 
0.61 per cent in 1987 to 0.59 per 
cent in 1988. 


© Net interest rate spreads of trust 
companies declined by 15 basis 
points during 1988 from 2.04 per 
cent to 1.89 per cent, reflecting the 
intense competition in the industry 
and the rising interest rate environ- 
ment during the last half of 1988. 


© Fee-based revenues for trust 
companies reached 2.1 per cent of 
average assets in 1988 compared to 
1.9 per cent in 1987. Fee-based 
revenues, which arise mainly from 
service fees and estates, trusts and 
agencies fees, have been marked by 
narrow profitability margins due to 
competitive pressures. 
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The trust and loan industry 
continued to consolidate in 1988 
with the amalgamation of four trust 
companies into Central Guaranty 
Trust Company and the merger of 
two loan companies into Central 
Guaranty Mortgage Corporation. At 
the end of 1988, seven mortgage 
loan companies accounted for 92 per 
cent of the assets of all federally 
supervised loan companies. And the 
largest four trust companies 
accounted for about 77 per cent of 
the total assets of federally 
supervised trust companies. 
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Co-operative Credit Associations 
At 31 December 1988, there were 
seven associations that had been 
granted certificates under the Co- 
operative Credit Associations Act. 
This list encompasses the federally 
incorporated association — Canadian 
Co-operative Credit Society Limited 
— and six provincial co-operative 
credit associations, or credit union 
centrals, that are members of the 
federal association. 

The primary function of the 
Canadian Co-operative Credit Society 
(CCCS) is to manage liquidity in the 
credit union system and provide 
liquidity to central credit unions to 
ensure that they meet their cash 
requirements. CCCS, as a direct 
clearer, is the system’s link to the 
Canadian Payments Association and 
the Bank of Canada. 

The membership of CCCS consists 
of 8 provincial co-operative 
associations, 12 financial co- 
operatives, and 5 international 
financial co-operatives. Eight 
provincial co-operative credit 
associations hold 98 per cent of 
CCCS’s equity. 

During 1988: 
® Total assets of CCCS declined 
marginally from $981 million in 1987 
to $932 million in 1988, reflecting a 
less active portfolio. 
® Net earnings (losses) of CCCS 
improved with a decrease in net 
losses from $28 million in 1987 to 
$3 million in 1988. 
® Assets of member co-operative 
credit associations increased to 
$4.6 billion from $4 billion in 1987, 
indicating increased credit union 
member activity. 


Investment Companies 
Investment companies raise money 
on debt instruments and use the 
proceeds to make loans, to purchase 
bonds, debentures, shares, or to 
invest in real property for income or 
resale. 

There were 18 investment 
companies registered under the 
federal Investment Companies Act at 
31 March 1989. This compares to 20 
companies in 1988. 

Aggregate assets of the companies 
registered as of 31 March 1989 were 
$25.5 billion. At the same time in 
1988, the assets of registered 
companies were $22.4 billion. 


Supervising Insurance 
Companies and Fraternal 
Benefit Societies 

During 1988-89, the Office devoted 
106 person-years to the supervision 
of insurance companies and fraternal 
benefit societies. The Office is 
responsible for supervising some 
155 life insurance companies, 266 
property and casualty insurance 
companies, and 39 fraternal benefit 
societies. The industry was assessed 
$11.3 million for 1988-89, including 
executive, policy and overhead costs. 
As well, the property and casualty 
companies were assessed $5.8 mil- 
lion to recover the administrative 
costs incurred by the liquidator 
during 1988-89 in winding up six 
property and casualty insurers that 
had failed in previous years. 


Life Insurance Companies 

The life insurance industry in Canada 
comprises domestic and foreign- 
owned companies incorporated in 
Canada, either federally or pro- 
vincially, and Canadian branch 
operations of companies 
incorporated outside Canada. All 


13 


i 


federally incorporated companies 
and all non-resident companies 
operating in Canada on a branch 
basis are subject to federal insurance 
legislation administered by this 
Office. In addition to being federally 
registered, companies must also be 
licensed in each province or territory 
in which they conduct business. 

At the 1988 year end, there were 
approximately 180 life insurance 
companies operating in Canada. Of 
those, 155 were federally registered; 
59 were federally incorporated 
companies; and 96 were non- 
resident companies operating on a 
branch basis. Federally registered 
companies account for about 95 per 
cent of the life insurance market in 
Canada; provincially incorporated 
companies represent the remaining 
5 per cent. 


Life Insurers 
Types of Business - 1988 


Net Premiums Written in Canada by 
Federally Registered Companies 
(in billions of dollars) 


Group Annuity $3.8 


Accident and Sickness $3.5 
19.8% 


Individual 
Insurance 


Individual 
Annuity $5.0 


Group Insurance $1.5 28.1% 


9.3% 


Life insurance companies offer a 
variety of insurance products 
combining two primary elements: 
protection against financial hardship 
arising from death or illness, and 
accumulated savings. A larger 
proportion of new life insurance 
sales today are for coverage that 
provides pure insurance protection 
only; that is, term insurance, 
compared to the more traditional 
permanent insurance plans that have 
a significant savings element. In 
today’s market, life insurance 
companies face stiff competition 
from other financial institutions, 
particularly banks and trust and loan 
companies, for the personal savings 
of consumers. 

Life companies have been 
successful in attracting substantial 
sums of money in the form of 
individual and group retirement 
savings plans, both registered and 
non-registered. The sale of annuity 
products has been increasing steadily 
over the last decade. In 1988, 

49.5 per cent of the total premium 
revenue from all lines of business in 
Canada generated by federally 
registered companies resulted from 
the sales of annuity policies — 28.1 
per cent related to individual annuity 
business, and 21.4 per cent to group 
annuity business. 


Life Insurers 
Life Insurance in Force in Canada 
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The accident and sickness 
insurance coverage provided by life 
insurance companies to Canadians 
supplements government-sponsored 
health insurance plans by providing 
extended health care benefits, 
disability income, dental coverage, 
and accidental death and 
dismemberment coverage. This type 
of insurance is generally sold through 
group plans or mass marketing. For 
1988, net premium income arising 
from accident and sickness business 
transacted in Canada represented 
19.8 per cent of the total premium 
revenue from all lines of business in 
Canada generated by federally 
registered companies. 

For the year ended 31 December 
1988, federally registered companies 
reported net premium income of 
$17.6 billion from all lines of 
business in Canada and total assets in 
Canada at year end of $99 billion. 
The industry in Canada is 
characterized by the presence of a 
number of large Canadian-owned 
companies. For 1988, the 10 largest 
federally registered companies in 
terms of premium income accounted 
for 66.2 per cent of the total 
premium revenue from all lines of 
business in Canada. Eight of the top 
10 companies were Canadian-owned 
— five were mutual insurance 
companies (companies with no 
shareholders and whose entire board 
of directors is elected by policy- 
holders) and three were stock 
companies controlled by Canadians. 
The other two were non-resident 
companies operating in Canada on a 
branch basis. 


A number of the larger federally 
incorporated companies have 
significant insurance operations 
outside Canada, particularly in the 
United States and the United 
Kingdom, through branches and 
subsidiaries. For the year ended 
31 December 1988, federally 
incorporated companies reported 
net premium income outside Canada 
of $8.9 billion on a non-consolidated 
basis. By comparison, non-resident 
companies operating in Canada on a 
branch basis reported net premium 
income of $3.3 billion for the same 
period. 

Life insurance companies generate 
revenue from two main sources, — 
premiums received from 
policyholders, and earnings on 
invested assets. These two income 
elements are closely related because 
anticipated investment earnings are 
taken into account when companies 
set their premium rates. The 
principal uses of revenue are to pay 
benefits to policyholders and 
beneficiaries and to add to policy 
reserves and contingencies held for 
the protection of policyholders. Of 
the total worldwide income 
generated by federally incorporated 
companies, 45.9 per cent was paid 
out in claims and 29.9 per cent was 
added to policy reserves and 
contingencies. Of the remaining 
portion of revenues, 8.0 per cent was 
paid in operating expenses, 0.4 per 
cent in taxes, 0.6 per cent as 
dividends to shareholders of stock 
companies, and 4.1 per cent as 
dividends to policyholders. 
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Policy reserves represent the 
largest liability item on the balance 
sheet of a life insurance company. 
Policy reserves are the amounts that, 
together with the addition of future 
premiums and investment income to 
be earned, provide the funds 
necessary to pay contractual policy 
obligations. At the end of 1988, 
policy reserves represented 74.4 per 
cent of the worldwide liabilities of 
federally incorporated companies 
and 67.1 per cent of worldwide 
assets. 

The Office requires the companies 
to maintain a margin of capital and 
surplus over liabilities. At the end of 
1988, total capital and surplus for the 
industry provided a solvency margin 
of 8.3 per cent over liabilities. 


Property and Casualty Companies 
There are over 350 property and 
casualty insurance companies 
operating in Canada, leading to a 
highly competitive market 
environment. The majority (about 
266) of the companies are federally 
registered and supervised. Of these, 
113 companies are incorporated in 
Canada, and 153 are non-Canadian 
companies operating in Canada on a 
branch basis. 

Companies registered federally 
account for approximately 85 per 
cent of the private market. Provin- 
cially incorporated companies 
account for the remaining 15 per 
cent. 

The provinces of British Columbia, 
Saskatchewan, Manitoba and Quebec 
operate government-owned 
insurance companies, primarily in 
the automobile field. They account 
for additional premium volume equal 
to about 20 per cent of the volume 
generated in the private market. 

Of the total business conducted by 
federally registered companies, less 


than 30 per cent is conducted by 
domestically-controlled companies. 
As a result, the industry is strongly 
influenced by external forces. 


Property and Casualty Insurers 
Major Classes of Business - 1988 


Net Premiums Written 
(in billions of dollars) 


Automobile $5.5 Other Lines $0.7 


50% | 6% 


Liability $1.2 
11% 


Property $3.7 
33% 


The property and casualty 
insurance industry is extremely 
cyclical and volatile, mostly because 
prices are set by a marketplace made 
up of a large number of competitors. 
As well, amounts paid out in claims 
can vary significantly from what was 
expected when rates were set 
because of factors such as 
catastrophes, inflation, unexpected 
court awards, and so on. 

The most recent financial 
downturn was experienced by the 
industry in 1984 and 1985 when 
companies’ rates of return on capital 
fell to less than 5 per cent. One 
effect of the downturn was a 
difficulty in terms of consumers 
being able to get insurance. By 1986 
and 1987, higher premium levels led 
to profits returning to favourable 
levels, and the availability crisis 
largely disappeared. 
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This year, prices are softening 
again, and operating results are 
deteriorating. For Canadian federally 
registered companies, net profits in 
1988 were down some 25 per cent 
compared to 1987. The level of 
profits earned in 1988 by Canadian 
companies represented a 10 per cent 
return on equity, compared with 
16 per cent in 1987. The decline in 
profitability continued the cyclical 
trend downward that started during 
the last quarter of 1987. And during 
1988 claims continued to increase 
faster than premiums. This reflects 
the high level of competition in the 
industry, competition that has rarely 
in the past allowed profits to exceed 
a 10 per cent return on equity for 
more than a short time. 

Federally registered companies 
reported net profits in 1988 of 
$953 million. Underwriting losses 
(that is, premiums less claims less 
underwriting expenses) of $804 
million were more than offset by 
$1,969 million of investment income. 
Canadian federally registered 
companies reported earnings of 
$491 million. British and foreign 
companies operating in Canada on a 
branch basis reported net profits of 
$462 million. 

Net profits for Canadian federally 
registered companies in 1988 
represented 6 per cent of premiums; 
for British and foreign companies’ 
Canadian operations, they 
represented 14 per cent. 

Net premiums written by federally 
registered companies in 1988 
amounted to $11.1 billion. (Canadian 
federally registered companies wrote 
some 71 per cent of the total, up 
from 69 per cent in 1987.) The share 
of total premiums represented by 


automobile business continued its 
gradual increase and stood at 50 per 
cent for the year, up from 47 per 
cent. Property business represented 
33 per cent of the total, down 
slightly from 34 per cent; liability 
business represented 11 per cent, 
down from 12 per cent. 


Property and Casualty Insurers 
Net Premiums Written 


$ billions 
14 


1984 1985 1986 cI 1988 


FOREIGN 


CANADIAN [ij BRITISH 
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Companies selling automobile 
insurance, particularly in Ontario, are 
experiencing the most severe decline 
in profitability. The newly created 
Ontario Automobile Insurance Board 
limited price increases in Ontario in 
that line of business during 1988 
and, to date, in 1989. 

Companies operating in this 
volatile sector of the financial 
industry tend to be small relative to 
those operating in the other sectors. 
Stringent minimum capital adequacy 
requirements are essential for 
ensuring company solvency. Federal 
minimum capital adequacy 
requirements were strengthened in 
1987 and are having the desired 
effect of adding greater stability to 
the marketplace. 

The strengthened capital adequacy 
requirements resulted in solvency 
margins, as measured by the excess 
of assets over liabilities, being 
relatively stable in 1988. Capital and 


surplus stood at about 33 per cent of 
liabilities and required reserves at 
year end of the same level that 
existed at the previous year end. But, 
with the current deteriorating profit 
trend, companies are finding it more 
difficult to meet the strengthened 
capital adequacy requirements by the 
same margin as before. 

An increased number of mergers 
and acquisitions indicates that we 
may be seeing the beginning of a 
trend toward consolidation in this 
highly fragmented industry. At the 
moment, no participant has more 
than a 6 per cent market share. 


Interim Financial Statements 

for Property and Casualty 
Insurance Companies 

Recently we asked federally 
registered property and casualty 
insurance companies to file quarterly 
financial statements. On 13 July 1989 
the Office sent an interim reporting 
package to every company, asking 
reinsurers to file semi-annually (as at 
30 June) by 30 September; all other 
companies have been asked to file 
quarterly within 45 days beginning 
30 September 1989. 

Following consultation with the 
Insurance Bureau of Canada and the 
Reinsurance Research Council, the 
interim reporting package was 
adopted by the Statement Sub- 
committee of the Canadian Council 
of Insurance Regulators for use by all 
interested jurisdictions. A standard 
format was adopted to ensure data 
consistency and to make it easier to 


move from manual to electronic 
filing processes for interim as well as 
annual financial information. 

We have been receiving interim 
statements from several property and 
casualty insurance companies in 
recent years. By asking all companies 
to begin filing interim statements, we 
expect to be in a better position to 
detect problems and trends at an ~ 
early date and to take appropriate 
and quick action wherever necessary. 


Actuarial Reports for 

Property and Casualty 

Insurance Companies 

Beginning with the year ending 

31 December 1987, property and 
casualty companies have been 
required to submit a report from an 
actuary on their policy and claims 
reserves. During a transitional period 
which ends in 1992, a person who is 
not an actuary may be authorized as a 
reserve specialist to prepare the 
required reports. 

In 1988, 62 per cent of the 
Canadian companies and 46 per cent 
of the British and Foreign companies 
used actuaries to prepare the 
required reports. Actuarial 
involvement was, as can be expected, 
concentrated in the larger 
companies. Consequently, 86 per 
cent of the actuarial reserves in 
Canadian companies and 80 per cent 
of reserves in British and Foreign 
companies were reviewed by 
actuaries. 
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Two Property and Casualty 
Insurance Companies 

in Liquidation 

During this reporting period, two 
federally registered property and 
casualty insurance companies 
encountered serious financial 
difficulties and were placed in 
liquidation by the courts. 

American Mutual Liability 
Insurance Company, a Massachusetts 
company that operated in Canada on 
a branch basis, encountered financial 
difficulty in the United States and was 
placed in liquidation by the 
Massachusetts court. On 30 May 
1989, the Supreme Court of Ontario 
issued an order directing the 
Canadian operations of American 
Mutual Liability Insurance Company 
be wound up under the Winding-up 
Act. 

American Mutual Liability 
Insurance Company has ceased 
operations in Canada and has only a 
very few claims outstanding. It is 
expected that the $1.6 million of 
company assets under the control of 
the Canadian liquidator will be more 
than sufficient to meet all out- 
standing Canadian claims. 

Advocate General Insurance 
Company of Canada was a federally 
incorporated company with assets of 
about $56 million. With a head office 
in Winnipeg, Manitoba, the company 
concentrated its business in 
automobile insurance in Ontario. 
The company experienced a 
significant operating loss in 1988 
because of poor claim experience. 
Early in February 1989 the company 
announced that it had voluntarily 
ceased issuing new policies in its 
major line of activity. At the end of 
February it stopped issuing other 
types of new policies as well. 

Based on investigations carried out 
early in 1989, the Superintendent's 


Office stated that it was not satisfied 
that the company had sufficient 
assets to meet its obligations under 
its remaining policies. This view was 
confirmed by a firm engaged by the 
Minister of State (Finance ) to advise 
him on the matter pursuant to 
provisions of the Canadian and 
British Insurance Companies Act. 

In late April 1989, the Minister of 
State (Finance ) directed that 
Advocate General be placed under 
the control of the Superintendent. 
The Minister withdrew the 
company’s certificate of registry and 
requested the Attorney General of 
Canada to apply to the Manitoba 
Court of Queen’s Bench for an order 
to wind up the company under the 
Winding-up Act. On 5 July 1989 the 
Manitoba Court issued the order and 
appointed the Superintendent as 
provisional liquidator. 

In situations where the 
Superintendent is appointed as 
liquidator, the administrative 
expenses involved in carrying out the 
winding up are paid by the insurance 
industry. The objective is to ensure 
that the assets of the company are 
used not to meet the liquidator’s 
expenses but to pay claims for losses 
and to refund the portion of 
premiums applicable to the period 
after the date of the winding-up 
order. 

Claims for losses rank ahead of 
claims for refunds of premiums. As a 
result, policyholders will not receive 
any refund of premiums unless all 
claims for losses are paid in full. It is 
too early to say whether the 
company’s remaining assets will be 
sufficient to pay claims in full. 


Ly 


wt 


We expect that a significant 
portion of claims for losses will be 
paid. As discussed earlier in this 
report, claimants are now protected 
through the industry's Property and 
Casualty Insurance Compensation 
Corporation, and the corporation is 
making arrangements to pay claims 
for losses as quickly as possible. To 
receive payment from the 
corporation, claimants for losses 
must assign their claim against the 
liquidator to the corporation. Very 
few of the claims against Advocate 
General are expected to exceed the 
corporation’s $200,000 limit. 


Fraternal Benefit Societies 

The Canadian marketplace is also 
served by fraternal benefit societies. 
These organizations are incorporated 
for benevolent or religious purposes 
and they provide basic insurance 
protection to members and their 
families. At the end of 1988 there 
were about 70 fraternal benefit 
societies operating in Canada. Thirty- 
nine were federally registered — 16 
federally incorporated societies and 
23 non-resident societies operating 
in Canada on a branch basis. 
Fraternal benefit societies account 
for about 1 per cent of the life 
insurance market in Canada. 


Supervising Pension Plans 

In accordance with planning 
initiatives taken in recent years, we 
conducted 40 on-site examinations 
of pension plans during 1988-89 and 
have scheduled 60 on-site 
examinations for the coming year. 


In selecting individual plans for on- 


site work, the Office attempts to 
identify cases that are perceived to 
pose the greatest exposure to risk 
with respect to plan members’ 
benefit security. As consistent 
examination standards and 
methodology for supervising and 
regulating all financial institutions 
are developed and refined, 
procedures for examining pension 
plans will also evolve. 


Pension Benefits Standards 

Act, 1985 

During 1988-89, 18 employees were 
directly involved in supervising 
pension plans subject to the Pension 
Benefits Standards Act, 1985. There 
were on-site examinations of 40 
pension plans conducted during the 
year. Eighty-six new plans were 
registered during the year. Fifty-two 
plans discontinued business during 
the year; one of them was terminated 
as a result of action taken by the 
Superintendent. 

Operating costs for 1988-89 
amounted to $1.3 million. Of that 
amount, $0.6 million was recovered 
through fees levied on plan sponsors. 
Work was initiated during the year to 
move toward full cost recovery, and 
an interim plan was developed to 
increase the amount recovered to 
about $1.3 million by 1990-91. 

The main objectives of the Pension 
Benefits Standards Act, 1985, are to 
ensure that pension plans subject to 
its requirements provide benefits in 
an equitable manner to retiring and 
terminating members and their 
spouses and remain in a financial 
position to pay the pensions that 
have been promised. The Act sets 
minimum standards in such areas as 
eligibility for plan membership and 
locking-in of contributions, 
portability of pension entitlements, 
minimum employer contributions, 
early retirement rights, and 
information disclosure. 


The Act applies to over 1,000 
employer-sponsored pension plans 
covering over 600,000 members who 
are employed in organizations that 
come under federal jurisdiction. 
These include such enterprises as 
banks, airlines, interprovincial and 
international transportation and 
telecommunications companies, 
including some Crown corporations. 
The pension plans of many of 
Canada’s largest corporations, 
employing tens of thousands of 
people across the country, are 
subject to the requirements of the 
Act. But over 180 plans cover groups 
of five employees or less and 75 of 
these plans have only a single 
member. The supervision of 
approximately 70 of the plans subject 
to the Act has been delegated to the 
provinces pursuant to federal- 
provincial reciprocal agreements. 
Plans for Members of Parliament, the 
Public Service of Canada, the 
Canadian Forces and the Royal 
Canadian Mounted Police are not 
supervised by the Office; their 
pensions are governed by their own 
statutes. 

At 31 December 1988 the 
estimated total market value of 
pension plan assets subject to the Act 
was $33.8 billion. This represents a 
6 per cent growth rate from the 
previous year ($31.9 billion). 


Estimated Total Market Value 
of Pension Plan Assets 
Subject to PBSA, 1985 
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Pension Plan 

Financial Statements 

In November 1988, the Canadian 
Institute of Chartered Accountants 
(CICA) issued an exposure draft on 
proposed accounting recommenda- 
tions for pension plans. The features 
are as follows: 


® pension plan financial statements 
should be prepared using the accrual 
basis of accounting and should 
include a statement of net assets and 
a statement of changes in net assets; 


© invested assets should be carried 
at market values; 


@ pension obligation information for 
defined benefit pension plans should 
be disclosed in the financial 
statement; 


e the funding policy and any 
changes in funding policy during the 
period should be disclosed. 


The Office responded to the 
CICA’s invitation to comment both as 
a separate organization and as a 
member of the Canadian Association 
of Pension Supervisory Authorities. 
We are generally supportive of the 
proposals because the standards will 
improve the consistency of pension 
plan auditors’ reports and will help 
to produce more meaningful 
financial information. 

We look forward to working with 
the CICA to ensure that the various 
disclosures of financial information 
made by auditors, actuaries and plan 
sponsors to regulators, plan members 
and corporate shareholders are 
consistent and reconcilable. 
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The Office’s Actuarial Services 
The main responsibilities of Actuarial 
Services are to conduct periodic 
valuations of various pension plans 
sponsored by the government for its 
employees, including the Canadian 
Forces and the RCMP, and to make 
projections for the purpose of 
determining costs under social 
security programs such as the Canada 
Pension Plan and old age security 
pensions. 

The Public Pensions Reporting Act 
requires that the various pension 
plans be valued at least once every 
three years. Reports on these 
valuations must be completed within 
18 months of the effective date of the 
valuation. 

During the period covered by this 
report, the Office completed 
actuarial valuations in respect of 
Public Service Superannuation 
(at 31 December 1986) and 
Canadian Forces Superannuation 
(at 31 December 1987). The report 
on Public Service Superannuation 
was tabled in the House of Commons 
on 13 April 1989; the report on 
Canadian Forces Superannuation is 
expected to be tabled in the fall. 

During the same period, Actuarial 
Services also completed valuations of 
other minor pension and insurance 
programs. 

A memorandum of understanding 
between the Office and the 
Department of Supply and Services 
covering the provision of actuarial 
valuation data for the Public Service 
Superannuation was signed in May 
1989. A similar memorandum 
between the Office and the RCMP 
was signed in August 1989. Last year, 
the Office signed a memo with the 


Department of National Defence 
regarding the provision of actuarial 
valuation data for the Canadian 
Forces. 

Actuarial Services is now preparing 
the Eleventh Statutory Report on the 
Canada Pension Plan (at 31 Decem- 
ber 1988) and an actuarial report on 
old age security pensions, also at 31 
December 1988. 


Complaints and Inquiries 
During the period covered by this 
report, the Office’s Communications 
and Public Affairs Division handled 
some 5,800 phone calls and letters 
from individuals making inquiries 
about financial institutions. Over 
3,000 of these inquiries were either 
for general information about the 
Superintendent’s Office, pending 
legislation and other matters or 
about concerns and issues that are 
outside the jurisdiction of the federal 
government. 

The remaining inquiries or 
complaints related to the various 
federally regulated financial 
institutions and pension plans. 

In handling letters and calls, we do 
not differentiate between an inquiry 
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and a complaint; both are treated in 
the same way. The Office’s role in 
this regard is one of mediation. Most 
complaints and inquiries can be 
addressed as soon as they are 
received. However, in some cases, 
we contact the financial institution 
or plan sponsor concerned to find 
out all the relevant information about 
the issue at hand. In the large 
majority of these cases, the 
institution contacts its customer 
direct and answers the inquiry or 


works out a solution to the problem. 
In other cases, the institution 
contacts our Office and we are then 
in touch with the customer. 

During this reporting period, we 
responded to some 1,360 complaints 
and inquiries concerning chartered 
banks and about 1,460 in respect of 
trust and loan companies, investment 
companies, insurance companies, 
and federally regulated pension 
plans. 


Complaints and Inquiries 


Number of Letters and Calls 
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Quality 
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Policies Contracts | Compliance/ 


Legislation 
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Credit ABMs 
Applications 
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[2] OTHER INSTITUTIONS, PENSION PLANS 


Looking to 1990 


We are optimistic that the co- 
operative spirit that exists among 
regulators, throughout Canada 
and abroad, will continue to 
flourish. . . 
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Over the past two years, our Office 
has made considerable strides in 
strengthening supervisory processes. 
While the financial services sector 
continues to benefit from benign 
conditions, we are confident that the 
experience we have all gained to 
date will allow us to deal effectively 
with problems that may emerge 
should economic conditions become 
less favourable. 

There has been a great deal of 
development in international activity 
that affects the financial services 
sector. And we are anticipating 
effects both from the move toward 
Europe 1992 and the ever-increasing 
importance of economic growth in 
the Pacific Rim. These dynamic 
changes, which will be quickly upon 


us, are added to those challenges that 


already exist. Our strength remains 
to keep on top of these trends while 
maintaining an effective oversight of 
the solvency of federally regulated 
institutions. 

Our coming year will require us to 


continue our focus on the changes in 


legislation that the government has 
announced for Canada’s financial 
sector. The timing could not be 
more appropriate for clarifying the 
rules of the game — as we reported 
last year, financial institutions are 
increasingly operating at the limits 
permitted by existing laws. 

All the indicators point to more 
challenges for regulators in all 


jurisdictions. The effectiveness of our 


Office and the modifications that we 
have made in our approach to 


supervision have been well received 
by the institutions we regulate. We 
are optimistic that the co-operative 
spirit that exists among regulators, 
throughout Canada and abroad, will 
continue to flourish, contributing to 
the smooth functioning of the 
financial sector, allowing Canadian 
institutions to participate effectively 
in meeting the needs of the people 
they serve, and providing a level of 
protection to consumers of financial 
services that is second to none. 
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EXHIBIT 1 
Office of the Superintendent 
of Financial Institutions 


Organization of 
the Office of the 
Superintendent of 
Financial 
Institutions 


Our capability to ensure that 
institutions meet high standards 
has been and will continue to be 
dependent on the energies, focus 
and skills of people. 


Superintendent 


M.A. Mackenzie 
| 


| 


The Superintendent’s Office is 
organized into four sectors. Three 
sectors are headed by Deputy 
Superintendents, two responsible for 
operating divisions and one 
responsible for regulatory policy 
matters, including policy 
development and input into the 
government's legislative initiatives. 
The other sector, Management 
Services, under the direction of the 
Executive Director, provides 
program support in relation to 
personnel, finance, administration, 
systems, data validation and 
distribution services. 

The Deputy Superintendents and 
the Executive Director report to the 
Superintendent, the Legal Services 
unit also has a direct reporting 
relationship. 


Legal Services 


T.W. Sommerville _ 


Deputy Deputy Deputy Executive 
Superintendent Superintendent Superintendent Director 
Regulatory Policy Deposit-Taking Insurance : 
Institutions - and Pensions 
S. Labarge D.M. Macpherson RM. Hammond RM. Emond 
Regulatory Policy interpretations and regulations that During the year, the Office 


The Regulatory Policy Sector is 
responsible for developing 
regulations, formulating policy and 
legislative proposals, carrying out 
research, and reviewing complex 
requests from institutions in order to 
advise Ministers in respect of rulings 
they may consider. The Sector 
ensures that an even-handed 
approach is taken in making rulings, 


apply to federally regulated financial 
institutions. 

Professional Development is also 
part of the Policy Sector, as is 
Communications and Public Affairs, 
the division that handles complaints 
and inquiries and manages 
publications, contacts with industry 
and government organizations, and 
media relations. 


developed a review and evaluation 
program. Internal audit, program 
evaluation, and quality assurance will 
be managed by a review division in 
this Sector starting 1 October 1989. 

Staff of Regulatory Policy are 
mostly located in Ottawa; there are 
also three Policy staff members in the 
Toronto office. 
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EXHIBIT 2 
Regulatory Policy Sector 
gulatory Policy “anes 
Superintendent 
S. Labarge 
| | | | | 
Legislative Policy Rulings Planning and Communica- 
. Planning _ and Research peoteseional tions and 
Development Public Affairs 
JK Adamsons ae A. Maxwell A. Brossard B. Knapp N. Murphy 
Deposit-Taking provincial agreements or as an agent _— organized into three groups — one 


Institutions 

This Sector, with offices in Toronto, 
Montreal, Vancouver, Winnipeg and 
Ottawa, is responsible for supervising 
federally regulated banks, trust, loan 
and investment companies, and co- 
operative credit associations. The 
Sector focuses on monitoring the 
solvency of these institutions and on 
determining their compliance with 
federal legislation and regulations. 
The Sector carries out reviews of 
certain provincially chartered 
institutions through federal- 


EXHIBIT 3 
Deposit-Taking Institutions Sector 


of the Canada Deposit Insurance 
Corporation. 

During 1988-89, the Office moved 
to strengthen the Deposit-Taking 
Institutions Sector in Toronto. 
Person-years grew from 18 to 35, and 
the Sector’s monitoring function was 
transferred fully to the Toronto office 
with other regions (Montreal, 
Winnipeg and Vancouver ) reporting 
through the Director General, 
Examinations, in Toronto. 

The Deposit-Taking Institutions 
Sector in the Toronto office is 


Deputy 
Superintendent 


D.M. Macpherson 
| 


responsible for supervising Schedule I 
banks, one for Schedule Ii banks, and 
one responsible for supervising tr 
loan and investment compat 
co-operative credit associatiot 
addition, there is a Director o 
Specialist Support to co-ordinate 
system-wide reviews. 

This major reorgani 
the examiners of financi 
tions close to the he 
institutions we supervise, 
they are throughout the co 
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Examinations | 

: | 

J. Heyes | 

| | T | | 
Toronto Specialist Vancouver winures eleabare Keer enone 

: 4 ti rations erations an Ss 
Operations Support Operations Ope p Saison 

‘A Poprawa B. Kogan _K. Janda R. Rowe G. Hubert K. Bell I. Ruxton 


i | | 


_ Trust and Schedule I Schedule II 
Loan Banks Banks 
Companies 
C. Utley P. Maber M. Christens 
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EXHIBIT 4 
Insurance and Pensions Sector 


Insurance and Pensions 
This Sector has four major divisions 
— Life, Property and Casualty, 
Pension Benefits, and the Chief 
Actuary. This structure takes into 
account the specialized nature of 
pension plan supervision, the work 
required to provide actuarial advice 
and services to government and the 
significant differences that exist 
between the segments of the 


insurance industry. The Insurance 
and Pensions Sector has staff in 
Ottawa and Toronto and uses the 
services of examiners located in 
Montreal, Winnipeg and Vancouver. 

During 1988-89 the former Chief 
Actuary, Walter Reise, retired after 
42 years of public service. George 
Poznanski, previously Assistant 
Deputy Superintendent, was 
appointed Chief Actuary in June 
1989. 
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To the Honourable the Minister of Finance 


Dear Minister: 


Pursuant to section 25 of the Financial Institutions and Deposit Insurance System 
Amendment Act, I am pleased to submit my Office’s 1990 annual report. 


The report covers the period from September 1989 to August 1990 and provides 
information that I hope will be of interest to you and to all Members of Parliament as well 
as to the general public and the federally regulated financial institutions and pension plans. 


Yours sincerely, 


hahaha 


Michael A. Mackenzie 
Superintendent 


Ottawa, October 1990 


Canada 
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To Contact the Office of the Superintendent 


In Ottawa 


255 Albert Street, Kent Square 
Ottawa, Canada 

K1A 0H2 

(613) 990-7788 

(Fax: 613-952-8219) 


Complaints and Inquiries 
about federally regulated 
financial institutions and 
pension plans 

(613) 990-7788 

(613) 990-7849 

(613) 990-7890 


In Toronto 


One Front Street West 
Second Floor West 
Toronto, Ontario 
MS5W 1A3 

(416) 973-9280 

(Fax: 416-973-7021) 


OFFICE OF THE SUPERINTENDENT 
OF FINANCIAL INSTITUTIONS 


Executive Committee 
Superintendent 


Deputy Superintendent, 
Insurance and Pensions 


Deputy Superintendent, 
Deposit-Taking Institutions 


Deputy Superintendent, 
Regulatory Policy 


Senior Corporate Adviser 
General Counsel 


Director, Communications 
and Public Affairs 


In Montreal 


Complexe Guy-Favreau 

200 René Lévesque Boulevard West 
West Tower, Room 909 

Montreal, Quebec 

H2Z 1X4 

(514) 283-4836 

(Fax: 514-496-1726) 


In Winnipeg 


Lakeview Square One 

Post Office Box 52 

155 Carlton Street, Suite 307 
Winnipeg, Manitoba 

R3C 3H8 

(204) 983-4140 

(Fax: 204-983-7423) 


In Vancouver 


800 Burrard Street, Suite 940 
Vancouver, British Columbia 
V6Z 2G7 

(604 ) 666-5335 

(Fax: 604-666-6717 ) 


Michael A. Mackenzie 
Robert M. Hammond 


Donald M. Macpherson 
Suzanne Labarge 


Ursula Menke 
T. William Sommerville 
Nancy A. Murphy 


A Message from 
the Superintendent 


ver the past several years, a principal goal of this Office has 

been to develop and implement a range of procedures and 

approaches designed to try to detect early signs of trouble in 
federally regulated financial institutions and pension plans. We are 
pursuing this goal in a variety of ways: 


°¢ We are continuing our work to strengthen regulatory capital rules 
for federally regulated financial institutions because we believe that 
the disciplines inherent in maintaining adequate capital are critical 
ingredients in corporate governance and the prevention of trouble. 


° We are working actively with the accounting profession and with 
the financial institutions to ensure that rigorous and sound accounting 
rules are applied — in good times and bad. 


© Our contacts and working relationships with the Canada Deposit 
Insurance Corporation and with other regulators at the provincial and 
international levels are of primary importance, and we are working to 
enhance them. 


® Our examiners have increasingly focused their activities on 
assessments of the most important risks facing each institution or 
pension plan. This work is being done within the context of the 
Office’s Examination Framework and its related principles, practices 
and criteria. In a similar vein, we have expanded the range and 
frequency of our informal contacts with financial institutions outside 
the formal examination schedule. 


® We are conducting reviews of the impact of market developments 
on the financial institutions we regulate. We discuss these reviews at 
some length with the other members of the Financial Institutions 
Supervisory Committee — the Governor of the Bank of Canada, the 
Deputy Minister of Finance, the Chairman of the Canada Deposit 
Insurance Corporation. 


@ We are working with advisory committees of actuaries and 
auditors on matters that could affect the safety of financial institutions 
and pension plans. And we are working with them on ways to 
strengthen their roles as part of the governance and regulatory 
process. 


® We have made direct relationships with boards of directors and 
auditors a key component of our supervisory program so that we can 
focus on the ways in which they exercise their responsibilities for self- 
governance with particular emphasis on their reactions to early signs 
of trouble. 

@ We work actively and regularly with industry associations on a 


variety of prudential and compliance problems and issues and on 
matters of interest and importance to depositors and policyholders. 
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® We continue to provide high quality and timely actuarial valuations 
and advice that government uses in making decisions that affect the 
financial well-being of millions of Canadians. 


® And we continue to provide our Ministers with advice and 
information on prudential matters. 


Perhaps none of this sounds particularly exciting to readers and, 
indeed, this work is not designed to harvest headlines. We undertake 
these and other activities with a view to being able to identify real or 
potential problems or, if trouble starts, to containing it and minimizing 
the damage. In this work the key players in industry — management, 
directors, auditors, actuaries — co-operate and assist. 

As I have said in previous annual reports, we have been fortunate 
in being able to develop these activities and programs during years of 
prosperity and generally good levels of profitability for most of the 
industries we regulate and for the country at large. 

The critical issue we have to face is whether the approaches we 
have developed will continue to be effective under stress. 

It is no secret that stress has increased in 1990 as a result of high 
interest rates, falling real estate values, and increased uncertainty in 
Canada and elsewhere. The massive savings and loan failures and 
collapse of the junk bond market in the United States have not had a 
direct impact on Canada. But they have clearly raised the level of 
concern about all financial institutions. That it hasn’t happened here 
doesn’t mean we need not pay attention. 

All of us who have responsibility for the safety and soundness of 
the system — and for public confidence in it — must be alert to 
danger. This includes every member of our staff, other regulators, and 
each manager, director, auditor and actuary involved in the corporate 
governance process. We must at all times be concerned about what 
can go wrong, what could go wrong, what might go wrong. And we 
must have the will to act and be prepared to act when the programs 
and approaches we have developed signal trouble anywhere in our 
financial system. 

I am confident that the programs and approaches that we are 
continuing to refine will help us in identifying actual and potential 
problems. I am also confident that we and all the others involved in 
protecting depositors, policyholders and pension plan members have 
the will and capacity to act appropriately should the need arise. 
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The 
Superintendent’s 
Mandate, Mission 
and Goals 


It ts not the Superintendent’s role 
to try to manage any institution. 
The job is rather to analyse the 
Jinancial climate and develop 
rules and guidelines that are 
based on an appreciation of the 
facts of business life and on 
policies determined by the 
Government of Canada. 


Office of the Superintendent of Financial Institutions 


The Mandate 


The Office of the Superintendent of 
Financial Institutions was established 
in 1987 when Parliament passed 
legislation that amalgamated the 
Department of Insurance and the 
Office of the Inspector General of 
Banks and broadened powers and 
responsibilities related to supervising 
federally regulated financial 
institutions in Canada. 

The Office’s enabling legislation 
provided for a single regulatory body 
for all federally regulated financial 
institutions; Canada is unique in 
having an organization of this kind. 
The legislation also gives the Superin- 
tendent a broad range of powers and 
authorities to deal promptly and 
effectively with any problems that 
may come to light in federally 
regulated financial institutions and 
pension plans. 

Recognizing the need for greater 
co-ordination among various federal 
departments and agencies that gather 
information on Canada’s financial 
institutions, the legislation 
established a committee composed 
of the Superintendent of Financial 
Institutions, the Governor of the 
Bank of Canada, the Deputy Minister 
of Finance and the Chairman of the 
Canada Deposit Insurance 
Corporation. This Financial 
Institutions Supervisory Committee 
was set up to simplify the 
confidential exchange of information 
among its members on all matters 
related to supervising financial 
institutions. The Superintendent 
chairs the committee. 

The Superintendent’s Office is 
responsible for regulating and 
supervising banks, insurance, trust, 
loan and investment companies and 
co-operative credit associations that 


are licensed or registered by the 
federal government. The Office 
supervises federally regulated 
employer-sponsored pension plans 
and also provides actuarial reports on 
various government pension 
programs. As an agent of the Canada 
Deposit Insurance Corporation or 
through federal-provincial 
arrangements, the Office also carries 
out reviews of certain provincially 
chartered institutions. 

In addition to the duties set out in 
the legislation that established the 
Office and its powers, the 
Superintendent’s Office administers 
various pieces of legislation as they 
apply to federally regulated financial 
institutions and pension plans — the 
Bank Act, Canadian and British 
Insurance Companies Act, Foreign 
Insurance Companies Act, Trust 
Companies Act, Loan Companies Act, 
Investment Companies Act, Co- 
operative Credit Associations Act, the 
Pension Benefits Standards Act, 1985, 
and the Income Tax Act. The Office 
also administers the Civil Service 
Insurance Act and the Excise Act, 
Part I, and has responsibilities under 
the Public Pensions Reporting Act. 
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The Mission 
and the Goals 


The mission of the Office of the 
Superintendent of Financial 
Institutions is to regulate financial 
institutions and pension plans under 
federal jurisdiction in order to 
maintain public confidence in the 
Canadian financial system. The 
Office’s mission also includes 
providing actuarial advice to the 
government. The five major goals 
that support this mission statement 
are: 


@ to monitor financial institutions 
and pension plans for solvency, 
liquidity and compliance with 
legislation, regulations, and Office 
guidelines; 

® to monitor events and trends that 
may affect federally regulated 
financial institutions and pension 
plans; 

® to act as required on issues of 
solvency, liquidity and compliance of 
each financial institution and pension 
plan; 

® to contribute to a safe and sound 
regulatory framework of legislation, 
regulation and guidelines through 
policy development; and 


® to produce high quality actuarial 
reports in a timely fashion to meet 
legislative and other government 
requirements. 

Depositors, policyholders, and 
pension plan members are at the 
centre of this mission and its goals. 


Public trust and confidence are key 
to the health and security of the 
Canadian financial system; the people 
who entrust their funds to Canadian 
financial institutions and pension 
plans must be assured that the 
system is working on their behalf. All 
the work done by the Superinten- 
dent’s Office is done with a view to 
maintaining this essential public 
confidence. 

A major motivation for the Office 
is a prudential concern for the 
solvency and liquidity of each 
institution and plan. The Office 
gathers information about the 
operations of federally regulated 
financial institutions to develop 
proposals for the consideration of 
Ministers and to identify and assess 
strengths and weaknesses in the 
system so that sound advice may be 
provided to government. As well, the 
Office monitors institutions’ compli- 
ance with legislation, regulations and 
guidelines and acts as necessary, 
again with the confidence of 
depositors, policyholders and 
pension plan members in mind. 

It is not the Superintendent’s role 
to try to manage any institution. The 
job is rather to analyse the financial 
climate and develop rules and 
guidelines that are based on an 
appreciation of the facts of business 
life and on policies determined by 
the Government of Canada. 

Examination programs are 
directed toward solvency, liquidity 
and compliance concerns. The 
Office’s Examination Framework and 
its associated principles, practices 
and criteria are designed to ensure 
that Office staff and resources are 
used most effectively when and 
where they are most required. 
Analysts working in the Office carry 
out detailed and comprehensive 
work on returns and other 
information provided to the 


Superintendent by financial 
institutions and pension plans. Based 
on detailed risk assessments, analysis 
of emerging trends, and a variety of 
other techniques, on-site 
examinations are planned, 
conducted, reported and followed up 
by examination staff. 

The Office keeps in close contact 
with the financial institutions and 
pension plans that it supervises. 
Effective supervision requires 
knowing what is happening in 
institutions, who the managers and 
directors are, how institutions are 
responding to new developments 
and changing conditions. 
Relationships with auditors, 
actuaries, industry associations, 
professional groups and with other 
supervisors and regulators all help to 
contribute to the Office’s knowledge 
and ability to supervise institutions 
effectively and competently. 

The next section of this report 
describes how the Office of the 
Superintendent is organized to meet 
the demands of its mandate and 
mission. 
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Organization and 
Activities of the 
Superintendent’s 
Office 


In past years, we have provided a 
brief description of our Office’s 
organization. This year, in response 
to several requests, we have 
expanded this section of the report 
and have described more fully the 
activities and programs carried out in 
Our various sectors, divisions and 
units. We have combined the 
organization of each sector with a 
description of the work it does and, 
where appropriate, an update on the 
activities of the industries it is 
responsible for regulating and 
supervising. 

The Office is organized so that it 
can work most effectively to meet 
the goals described earlier in the 
report. Although each sector has 
specific tasks and activities, all come 
together as one Office to fulfil the 
Office’s mandate and mission. 


Although each sector has 
Specific tasks and activities, 

all come together as one Office 
to fulfil the mandate 

and mission. 
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The Minister of Finance and the 
Minister of State (Finance ) are 
responsible to the House of 
Commons for the activities of the 
Superintendent’s Office, which is a 
separate government department. 
Three sectors in the Office are 
headed by Deputy Superintendents, 
two responsible for operating 
divisions and one responsible for 
regulatory policy matters. The Senior 
Corporate Adviser to the 
Superintendent has functional 
responsibility for the fourth sector, 
Management Services. The Deputy 
Superintendents and the Senior 
Corporate Adviser report to the 
Superintendent; the Office’s Legal 
Services Unit also reports direct to 
the Superintendent. 


Insurance and Pensions Sector 


Deputy 
Superintendent 
R.M. Hammond 


Insurance 
and Pensions 
Sector 


The Insurance and Pensions Sector is 
headed by Robert M. Hammond, 
Deputy Superintendent. The Sector 
has four major divisions — Life 
Insurance, Property and Casualty 
Insurance, Pension Benefits, and 
Actuarial Services. This structure 
takes into account the significant 
differences that exist between the 
segments of the insurance industry, 
the specialized nature of pension 
plan supervision, and the work 
required to provide actuarial advice 
and services to government. 

The Insurance and Pensions Sector 
has staff in Ottawa and Toronto and 
also uses the services of examiners 
located in regional offices in 
Montreal, Winnipeg and Vancouver. 


Director General, Director General, 
Life Property & Casualty 
D. McIsaac R. Mabee : 
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Director General, 
Pension Benefits | 


_ M. Fowler 


Regulating Insurance 
Companies 


During 1989-90, 128 staff were 
directly involved in supervising 
insurance companies and fraternal 
benefit societies. The industry was 
assessed $12.8 million for 1989-90, 
including executive, policy and 
overhead costs. As well, property and 
casualty companies were assessed 
$11.4 million to recover the 
administrative costs incurred by the 
liquidator during 1989-90 in winding 
up eight property and casualty 
insurers that had failed in previous 
years. 


Life Insurance Division 
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The Life Insurance 
Division 


Life Insurance Division personnel 
have monitoring and supervisory 
responsibilities with respect to 
registered life insurance companies 
and fraternal benefit societies that 
begin before an institution is granted 
a certificate of registry. These 
responsibilities continue as long as a 
company continues transacting 
business. To accomplish this 
supervision work, the Life Division is 
organized along functional lines, as 
illustrated in the accompanying 
organization chart. 

Although the organization chart 
shows distinct areas of functional 
responsibility, all groups have one 
common mandate and they share a 
collective responsibility and 
accountability for meeting our 
regulatory objectives. The various 
specialized functions — examination, 


_ Director General 
D. Mclsaac 


G. Smith 


operations analysis, corporate 
analysis, actuarial, and securities 
administration — must act in a co- 
ordinated way, each group with 
specific expertise and 
responsibilities, to ensure effective 
supervision of the life insurance 
industry in Canada. 


Corporate Analysis Section 


When an institution first inquires 
about obtaining a certificate of 
registry, the application is reviewed 
by analysts in the Corporate Analysis 
Section. Based on their assessment of 
the adequacy of capital, business 
plans and earnings projections 
prepared by the applicant, staff make 
a recommendation to support or 
reject the application. Similar 
considerations apply when the 
Section reviews proposals for 
amalgamations and transfers of 
business. The Corporate Analysis 
Section, which has nine staff 
members, is also responsible for 
reviewing requests for the 
establishment of subsidiaries. 


Operations Analysis Section 


Once a company has been granted a 
certificate of registry, it must comply 
with the provisions of the legislation 
that governs it, either the Canadian 
and British Insurance Companies Act 
or the Foreign Insurance Companies 
Act. These Acts require companies to 
file regular financial statements and 
other supporting material. Analysts in 
the Operations Analysis Section, 
which has seven staff, carry out the 
preliminary review and analysis of 
these filings. They apply early- 
warning tests to the data submitted 
and perform trend analyses in an 
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attempt to identify at an early stage 
any companies that may be heading 
for financial difficulties. And they are 
responsible for making a recom- 
mendation each year concerning the 
renewal of the certificate of registry. 

The analysts are also responsible 
for the ongoing monitoring of the 
companies’ financial positions and 
are in direct contact with company 
officials to discuss matters of 
concern. When a company gives 
signs of serious financial problems, 
the analysts monitor operations very 
closely and may recommend that the 
scope of operations be limited or 
that a company’s certificate be 
withdrawn. The analysts also provide 
examiners with information obtained 
during the monitoring process that 
examiners can use in establishing the 
scope of their examination. 


Examinations Section 


A critical part of the supervisory 
process is the on-site examination of 
companies that is carried out 
periodically at the headquarters of 
each company, usually once every 
two years and more frequently if 
necessary. This function is the 
primary responsibility of the Life 
Division’s Examination Section, 
which has 22 staff members located 
in the Toronto office. Some of the 
examinations are conducted by 
personnel from our other regional 
offices in Montreal, Winnipeg and 
Vancouver. Examiners visit the 
offices of the company, review the 
company’s financial and self- 
governance documentation as well as 
internal and external audit reports, 
and interview senior executives to 
assess the company’s condition, to 
determine compliance with federal 
insurance legislation, to make 
judgements about its management 
and business plans, and to try to 


forecast the company’s financial 
prospects. The examiners report 
their findings to senior company 
officials and require corrective action 
to be taken where necessary. 

In carrying out these assignments, 
the examiners use the Office’s 
Examination Framework which is 
based on a risk analysis approach. 
Where they are satisfied that it is 
appropriate to do so, examiners 
place reliance on the work of the 
company’s external auditor and the 
valuation actuary; the objective is to 
avoid unnecessary duplication. 

In recent years, Life Division 
examiners have paid increased 
attention to asset/liability matching 
considerations and have developed 
special electronic data programs to 
assist in monitoring this critical area. 
Given recent problems with 
increased defaults on real estate and 
other loans, the Office is also paying 
close attention to asset quality. 


Actuarial Section 


Life insurance companies and 
fraternal benefit societies, because 
they provide protection in the form 
of life insurance, health insurance 
and annuity products, must deal with 
significant risks arising out of their 
liabilities. The Insurance Acts require 
each company to appoint a valuation 
actuary to report on the adequacy of 
the liabilities established by the 
company. The valuation actuary must 
choose the assumptions to be used in 


discounting the future payments that 
the company will be called upon to 
make and thus determine the level of 
reserves the company must carry to 
cover those future liabilities. 

Each year the actuary submits a 
report to the Superintendent setting 
out the results of the actuarial 
reserve calculation and providing the 
rationale for the assumptions 
underlying the calculation. The Life 
Division’s Actuarial Section, with a 
staff of 10, reviews these annual 
reports and discusses findings with 
the company’s valuation actuary. Our 
actuaries also participate in the field 
examination process in order to gain 
further information to support the 
material contained in the valuation 
actuary’s report. On these occasions, 
the actuaries discuss the background 
to the valuation assumptions and 
review the calculations performed in 
establishing the liabilities. 


Securities Analysis and 
Administration Unit 


One important aspect in regulating 
British and Foreign insurance 
companies that operate on a branch 
basis in Canada is the requirement 
that these companies maintain 
sufficient assets in Canada under the 
Superintendent’s control to cover 
their statutory liabilities in Canada. 
This is accomplished by the 
companies vesting assets in trust 
with independent trustees. The 
Securities Analysis and Adminstration 
Unit, with four staff members, is 
responsible for monitoring and 
controlling the adequacy of level of 
assets vested by both life and 
property and casualty companies, 
thus protecting the interests of 
Canadian policyholders in the event 
that a company becomes insolvent. 
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incorporateu vuc_- .All - 
federally incorporated and all non- 
resident companies operating in 
Canada on a branch basis are subject 
to federal insurance legislation that is 
administered by the Superintendent’s 
Office. In addition to being federally 
registered, companies must be 
licensed in each province or territory 
in which they conduct business. 

At the end of 1989, there were 
146 federally registered life 
insurance companies (56 federally 
incorporated and 90 non-resident 
companies ) and 37 fraternal benefit 
societies operating in Canada. In the 
year, eight foreign life companies and 
two foreign fraternal benefit societies 
withdrew from Canada; there were 
two amalgamations of Canadian 
companies and one new company 
registration. As in previous years, 
federally registered companies and 
societies accounted for about 95 per 
cent of the life insurance market in 
Canada; provincially incorporated 
companies represented the 
remaining 5 per cent. 

Life insurance companies offer a 
variety of products that combine two 
main components — protection 
against financial hardship resulting 
from death or illness, and 
accumulated savings. The three 
major product groups are life 
insurance, annuities, and accident 
and sickness insurance. 
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Life Insurers 
Type of Business - 1989 


Net Premiums Written in Canada by 
Federally Registered Companies 
(in billions of dollars) 


Individual Life 
Insurance: $4.2 


[ 21.9% 
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Individual Annuity: $5.7 
29.7% 
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Group J =i Group Life 


Annuity: $3.7 Accident and Insurance: $1.6 
19.3% Sickness: $4.0 8.3% 
20.8% 


Total Net Premiums Written in Canada, 1989: 
$19.2 billion 


Life Insurance. Although net 
premium income in Canada showed 
a modest increase of about 4 per 
cent in 1989 ($8.1 billion in 1988; 
$8.4 billion in 1989), the growth in 
new business written was actually 
down by 8 per cent over 1988. This 
can be attributed primarily to the 
changing mix of products. Term and 
other hybrid products with lower 
premium rates have become an 
increasingly larger portion of new 
business sold. The overall gain in 
premium income resulted from a 
substantial increase (9 per cent) 
in renewal premiums 
over 1988. 

Annuities. The sale of annuity 
products, primarily in the form of 
individual and group retirement 
savings plans, has been increasing 
steadily over the past 10 years. By 
1988, annuities accounted for 49.5 
per cent of premium income in 
Canada. The 1989 year saw that 
percentage drop marginally to 49.3 
per cent, of which 29.8 per cent 
related to individual annuity business 
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and 19.5 per cent to group annuity 
business. Although the writing of 
new annuity business was up 
substantially, it was offset to some 
extent by a significant decline in 
renewal business. This likely reflects 
the increased competition for savings 
products in a more sophisticated 
market; with an eye to the current 
level of interest rates, investors 
cashed in older, lower yield annuity 
products for other types of 
investments or for new annuities 
with better yields. 

Accident and Sickness. The 
accident and sickness insurance 
coverage provided by life insurance 
companies to Canadians supplements 
government-sponsored health 
insurance plans by providing 
extended health care benefits, 
disability income, dental coverage, 
and accidental death and 
dismemberment coverage. This type 
of insurance is generally sold through 
group plans or mass marketing. For 
1989, net premium income arising 
from accident and sickness business 
transacted in Canada increased from 
19.8 per cent in 1988 to 20.5 per 
cent of the total premium revenue 
from all lines of business in Canada 
generated by federally registered 
companies. 


Net Premium Income and 
Policy Reserves 


For the year ended 31 December 
1989, federally registered companies 
reported net premium income of 
$19.2 billion from all lines of 
business in Canada, up 7.2 per cent 
overall from 1988. Total assets in 
Canada increased by 12.1 per cent, 
from $99 billion at the end of 1988 
to $111 billion at the end of 1989. In 
addition 


“ 


Life Insurers 


Net Premiums Written in Canada: 
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Life Insurers 


Canadian Incorporated Life Companies 
Return on Equity: 1985-1989 


Yo 


1985 1986 1987 1988 1989 


Snitiong 1006 954 922 762.1208 
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Canadian Incorporated Life Companies 
Return on Assets: 1985-1989 


1985 1986 1987 1988 1989 


Net Income 
($ millions) 1 006 954 922 762 1 208 


to their business in Canada, the 
Canadian companies have significant 


insurance operations outside Canada. 


They reported net premium income 
outside Canada of $8.6 billion for 
1989 on a non-consolidated basis 
and assets outside Canada of $46.5 
billion. By comparison, non-resident 
companies operating in Canada on a 
branch basis reported net premium 
income of $3.5 billion for the year, 
and assets in Canada of $18.7 billion. 

Policy reserves represent the 
largest liability item on the balance 
sheet of a life insurance company. 
Policy reserves are the amounts that, 
together with the addition of future 
premiums and investment income to 
be earned, provide the funds 
necessary to meet future contractual 
policy obligations. At the end of 
1989, policy reserves represented 
73.3 per cent of the worldwide 
liabilities of federally incorporated 
companies and 66.1 per cent of 
worldwide assets. 


Margin of Capital and Surplus 
over Liabilities 


The Office requires life insurance 
companies to maintain a margin of 
capital and surplus over liabilities. In 
1989, the overall solvency margin 
(capital and surplus as a percentage 
of liabilities) declined from 8.3 per 
cent in 1988 to 7.2 per cent as of 31 
December 1989. The solvency 
margin maintained by Canadian life 
insurers has been declining each year 
since 1986 when it was 9.3 per cent. 
The principal cause of the decline 
has been the shift of the core 
business of life insurers from long- 
term life insurance products with 
ample margins in premiums to short- 
term deferred annuity business 
where there is stiff competition with 
other financial institutions and thus 
little margin. 

Notwithstanding the reduced 
surplus margins, we are satisfied that 
the financial condition of the life 
insurance industry in Canada 
continues to be strong. 


1989-90 Life Insurance Update 


Reinsurance Regulations 


On 1 January 1990 regulations 
dealing with reinsurance by life and 
property and casualty insurers were 
brought into effect. Reinsurance is a 
process whereby one company 
shares with a second company some 
of the risk it has undertaken. It does 
this for a price, usually paying to the 
second company a part of the 
premium it received from the party 
insured. 


The purpose of the reinsurance 
regulations is to ensure that 
reinsurance arrangements do not 
adversely affect an insurance 
company’s ability to discharge its 
liabilities. The main impact of the 
regulations falls on property and 
casualty insurance companies. The 
major new requirement for life 
insurance companies is that the 
Office’s approval is now required 
before a federally regulated 
insurance company can enter into a 
reinsurance treaty with an affiliated 
company. 


Capital Adequacy Rules 


Our Office is continuing to work 
with the Canadian Life and Health 
Insurance Association and members 
of industry to establish minimum 
continuing capital and surplus 
requirements for life insurance 
companies operating in Canada. 
During the 1990 calendar year, we 
expect to finalize standards that 
reflect regulatory concerns as well as 
the risks in various institutions’ 
portfolios, but we do not anticipate 
seeking Governor in Council 
approval for the new regulations 
until 1991. 


A New Compensation Plan 


On 29 January 1990 the Canadian life 
and health insurance industry 
introduced a consumer protection 
plan designed to protect policy- 
holders in the event that a company 
fails. The plan, administered by the 
Canadian Life and Health Insurance 
Compensation Corporation, will pay 
claims and provide replacement 
policies to certain limits if an insurer 
goes bankrupt. 

The plan was developed by the 
insurance industry after discussion 
with our Office and with provincial 
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regulators. Although the plan has 
been introduced as a voluntary 
program, all the regulatory 
jurisdictions have indicated that they 
will introduce legislation to make 
membership in the plan mandatory 
for all companies transacting life and 
accident and sickness insurance. 
Right now over 100 companies are 
members, representing about 95 per 
cent of premium income in Canada. 


Accounting Rules and 
Valuation Standards for Life 
Insurance Enterprises 


We are continuing our work with the 
Canadian Institute of Chartered 
Accountants (CICA) and the 
Canadian Institute of Actuaries (CIA) 
in relation to accounting rules and 
valuation standards to govern life 
insurance enterprises. 

The major focus this year has been 
on the new section of the CICA 
Handbook that sets out generally 
accepted accounting principles for 
life insurance enterprises. We have 
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also been addressing the proposed 
introduction of a new method of 
calculating life insurance actuarial 
reserves, known as the policy 
premium method (PPM). 

During the past year, the Office, 
the industry and the CIA co-operated 
in a special study of the impact that 
the implementation of PPM would 
have on actuarial reserves. In 
particular, the Office was concerned 
about the impact of PPM on the level 
of reserves currently held by 
companies, the potential that the use 
of PPM provides for front-ending 
profits, and the sensitivity of the 
method to small changes in actuarial 
assumptions. 

Based on an analysis of study 
results, the Office concluded that its 
concerns would be alleviated by the 
professional standards being adopted 
by the CIA for use in connection 
with PPM and certain special 
requirements related to the 
minimum continuing capital and 
surplus requirements currently being 
established for life insurance 
companies. Consequently, in this 
context, the Office has 
recommended that when the federal 
insurance legislation is amended, the 
use of the policy premium method 
should be authorized. The provisions 
of the existing federal insurance 
legislation is such that PPM cannot 
be implemented without an 
amendment to the legislation. 
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Property and Casualty 
Insurance Division 


There are over 350 property and 
casualty insurance companies 
operating in Canada. Of these 261 
are federally registered and 
supervised; 106 are incorporated in 
Canada and 155 are non-Canadian 
companies operating in Canada on a 
branch basis. 

The Superintendent’s Office, 
through its Property and Casualty 
Insurance Division, is responsible for 
supervising and regulating all the 
federally registered companies. It is 
also responsible for the examinations 
of Manitoba-based provincially 
registered companies and some 
insurance pools, such as the 
Canadian Industrial Risks Insurers 
and the Canadian Aviation Insurance 
Group. The Division’s organization is 
shown in the accompanying exhibit. 


Operations Analysis Section 


The Operations Analysis Section has 
12 staff members who are 
responsible for monitoring all 
federally registered companies. This 
work includes analysing statements 
and returns from the companies, 
maintaining regular contact with 
company officials to keep up to date 
on their operations, and working 
with other areas in the Office, such 
as Regulatory Policy and the Life 
Division, in order to relay or obtain 
additional information on the 
industry or on a particular company. 
The ongoing monitoring process 
of companies includes a review of a 
company’s operations results and the 
analysis of financial ratios derived 
from regularly obtained financial 
information. Where clarifications are 
required, operations analysts 
communicate with the company and 
when necessary meet with company 
officials to discuss matters of mutual 
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interest. Information assembled by 
the operations analysts through the 
monitoring process is used by the 
examiners in carrying out the risk 
analysis process through which the 
scope of individual examinations is 
established. Each operations analyst 
is responsible for approximately 45 
companies. 


Examinations Section 


The Examinations Section, headed by 
a Director of Examinations located in 
Toronto, is primarily responsible for 
conducting on-site examinations of 
company operations. Examiners in 
Vancouver, Winnipeg and Montreal 
also carry out some examinations of 
property and casualty insurance 
companies. The objective of the 
examinations is to assess a company’s 
financial position, its compliance 
with legislation, and its prospects for 
the future. Examiners report their 
findings to senior company officials 
and require corrective action to be 
taken where necessary. There are 18 
staff members in the Examination 
Section in Toronto. 


Corporate Analysis Section 


The Corporate Analysis Section has 
five employees who review all 
applications for new incorporations 
and registration prior to approval 
being given. For example, during 
1989-90 the Office received more 
than 50 applications for registrations 
and incorporations of new 
companies; since January 1989, four 
foreign branches and two Canadian 
companies were registered. In 
addition to reviewing applications, 
the Corporate Analysis Section 
reviews all requests for changes in 
capital structure, mergers, and 
applications from companies for 
additions and deletions to the classes 
of insurance that they are authorized 
to undertake. 


Actuarial Section 


The Actuarial Section is responsible 
for reviewing the adequacy of 
regulated companies’ unearned 
premiums and unpaid claims 
liabilities. This work, conducted by 
three staff members, involves 
reviewing actuarial reports submitted 
by companies, following up on issues 
arising from this review and liaising 
with operations analysts and 
examiners to obtain or relay 
additional actuarial information. 

In reviewing actuarial reports, the 
Office assesses the reasonableness of 
the actuarial assumptions made in 
establishing a company’s policy 
liabilities. 


Property and Casualty 
Operating Results in 1989 


The 1989 operating results of 
federally registered property and 
casualty insurance companies 
continued the unfavourable trend 
that began in 1988. For Canadian 
companies, net profits in 1989 were 
down some 9 per cent compared to 
1988 and down 31 per cent 
compared to 1987. The level of 
profits earned in 1989 by Canadian 
companies represented about a 9 per 
cent return on equity compared with 
10 per cent in 1988 and 16 per cent 
in 1987. 

Claims continued to increase faster 
than premiums during 1989. This 
reflects the high level of competition 
that exists in the industry, 
competition that has rarely allowed 
profits to exceed a 10 per cent 
return on equity for more than a 
short time. As a result, overall claims 
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Property and Casualty Insurers 


Major Classes of Business - 1989 


Net Premiums Written 
(in billions of dollars) 
Liability $1.2 
10% = Property $3.7 
Fr 32705 
Other Lines $0.8 | 
8% 


Automobile $5.8 
19, 


0% 


Data presented are for all companies 
under federal jurisdiction 
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ratios (the ratio of claims incurred to 
premiums earned ) have been 
escalating over the last few years. 

Automobile insurance has been 
highlighted as being one of the 
causes for reductions in profitability, 
particularly in Ontario. The Ontario 
Automobile Insurance Board 
continued to limit price increases 
last year. With the introduction in 
June 1990 of the Ontario Motorist 
Protection Plan (OMPP), the no-fault 
insurance system, the industry is 
hoping to reverse the automobile 
insurance loss trend. 


Claims Ratio 
by Line of Business 


1985 1986 1987 1988 1989 
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Data presented are for all companies under federal jurisdiction 


As measured by expressing 
regulatory capital as a percentage of 
liabilities and required reserves, sol- 
vency levels for Canadian companies 
declined in 1989 as a result of 
reduced profits. Capital and surplus 
stood at approximately 30 per cent 
of liabilities and required reserves at 
year end, compared to 33 per cent at 
the end of 1988. 
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Regulatory Capital 
Total Canadian Companies 


$ billions 
20 


1985 1986 1987 1988 1989 
[___] Regulatory [EM Required []75) Liabilities 


Capital Reserves 


sedGese Regulatory Capital as a percentage 
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With the possible exception of 
automobile insurance in the 
Metropolitan Toronto area, the 
availability of insurance was not a 
serious problem for consumers 
during 1989. 

The industry, well into its cyclical 
downturn, has not yet shown signs of 
significant price hardening. The 
profitability situation for 1990 
remains uncertain. 


Quarterly Financial 
Statements 


Last year, the Office implemented a 
requirement for all federally 
registered property and casualty 
insurance companies to file quarterly 
financial statements. The objective is 
for the Office to keep in closer touch 
with operational results and to 
enable it to act more promptly to 
deal with problems as they begin to 
develop. Previously, only a few 
companies had been required to file 
statements more frequently than 
annually. 

Along with more frequent financial 
reporting, the Office has been 
working with the Canadian Council 
of Insurance Regulators in 
developing standards for electronic 
or diskette filing of statements. The 
experience to date with the use of 
the diskette program has been 
encouraging. The error rate in the 
presentation of the material has 
decreased, and the process is 
beginning to make it a good deal 
easier to use this information in our 
analytical data bases. 


Filing Actuarial Reports 


A requirement for the filing of 
actuarial reports on the adequacy of 
the liability for unearned premiums 
to provide for future claims and for 
the claims provision to provide for 
claims incurred was implemented in 
1987. The industry and regulators 
are continuing to develop 
appropriate formats and procedures. 
In an effort to improve claims 
statistics and data bases, we are 
introducing new claims exhibits to 
the regulatory financial statement 
form. Using these new exhibits, we 
expect to be in a better position to 
evaluate the reasonableness of 
actuarial projections. 


Reinsurance Regulations 


New reinsurance regulations came 
into effect January 1, 1990. Asa 
result, the Office must now review 
and give prior approval to all 
reinsurance agreements with 
affiliated insurers. The regulations 
also limit the proportion of risks that 
an insurer can share with another 
company; of this amount only a 
certain part can be shared with 
insurers not registered under 
Canadian legislation. 


Supervising Pension 
Plans and Providing 
Pension Advice 


The Office supervises almost 1,100 
pension plans, most of which are 
employer-sponsored. These plans 
cover employees who work in 
organizations that fall under federal 
jurisdiction; for example, banks, 
airlines, and interprovincial and 
international transportation and 
telecommunications companies. 
Some plans cover as few as one 
person; in others, thousands of 
employees are involved. 

During 1989-90 the Office 
conducted 60 on-site examinations 
of pension plans; 60 are planned for 
1990-91 as well. 

The Office also provides advice to 
Revenue Canada, Taxation and to 
Indian and Northern Affairs Canada 
on employer-sponsored pension plan 
matters. 
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The Pension Benefits 
Division 


The Pension Benefits Division has 
two sections, Pension Advice and 
Pension Benefits Standards Act. The 
Division is headed by a Director 
General, and both sections have 
Directors in charge. There are 36 
staff members in the Division. 


Pension Benefits Division 


eee 


Director General 


M. Fowler 


| 


Director, Pension Senior Director, 
Benefits Administrative Pension Advice 
Standards Officer K. Pawulski 
J-N. Martineau D. Gregory 

Senior Pension 

Analysts Senior Pension 
S. Andrews Actuary lysts 

N. Begg-Durkee I. Gibb W. Kerr 

M. Burrows I. Rafuse 

N. Hrischenko 


Administering the Pension 
Benefits Standards Act, 1985 


The Pension Benefits Standards Act, 
1985 (PBSA, 1985) applies to nearly 
1,100 employer-sponsored pension 
plans covering almost 600,000 
members. The number of plans 
subject to the Act has grown steadily 
over the years. The total market value 
of assets of pension plans subject to 
the PBSA, 1985 was about $37.9 
billion at the end of 1989. That 
amount continues to grow as well. 
As stated earlier, enterprises that 
are generally subject to federal 
regulation include banks, airlines, 


Estimated Total Market Value 
of Pension Plan Assets 
Subject to PBSA, 1985 


$ billions 
40 
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Pension Plans 
Subject to PBSA, 1985 


Number of Plans 


1985 1986 1987 1988 1989 


interprovincial and international 
transportation and telecommuni- 
cations companies, and certain 
Crown corporations. Any 
employment and related pension 
benefits of residents of Yukon and 
the Northwest Territories are 
generally subject to federal 
regulation also. Profiles of some of 
the characteristics of these pension 
plans are highlighted in the 
accompanying exhibits. 


Distribution of Pension Plans 
Subject to PBSA, 1985 
by Size of Membership 


21 to 100 6 to 20 
members members 
30% — 24% 

| 


501 to 1 000 1to5 


101 to 500 
members members members 
15% 4% 22% 


more than 1 000 
members 
5% 


Distribution of Members 
in Pension Plans Subject to PBSA, 1985 
by Province of Residence 


Newfoundland 
2% New Brunswick 
Nova Scotia 
3% 


Saskatchewan Ontario 
4% 36% 


British Columbia Quebec 
15% 22% 


* Includes Prince Edward Island (.3%), Yukon (.3%), 
Northwest Territory (.3%), and Outside Canada (1.1%). 


By reviewing pension plan texts 
and amendments and communicating 
with the plan administrators or their 
representatives, the Office tries to 
ensure that the minimum standards 
of the legislation are being respected. 
The standards relate to areas such as 
funding, eligibility for plan member- 
ship, vesting of benefits and locking 


in of contributions, members’ rights 
to opt for early retirement, investing 
of pension funds, and disclosure of 
information to plan members. 

Pension analysts and actuaries 
analyse periodic financial reports, 
including those from independent 
actuaries and auditors. This is done 
to ensure that plans are adhering to 
the funding and solvency standards 
set out in the PBSA, 1985. 
Examination specialists conduct on- 
site examinations of selected PBSA 
pension plans. 

During 1989-90, 21 employees 
carried out this work in the Pension 
Benefits Standards Act Section. We 
issued certificates of registration to 
129 pension plans that fully met the 
requirements of the Act for the first 
time. These included 15 plans that 
were registered under the former 
Pension Benefits Standards Act. One 
hundred and fourteen new plans 
were filed for registration with the 
Office; 54 plans terminated, primarily 
because plan sponsors discontinued 
operations. 

The cost of supervising and 
administering the PBSA, 1985 for 
1989-90 amounted to $2.4 million. 
Of that, $672,000 was recovered 
through fees levied on plan sponsors. 
In 1990-91 the Office expects to 
recover about $900,000 with a view 
to achieving full cost recovery in 
1991-92. 


Distribution of Amounts 
Respecting Advice 
Given During 1989-90 


(in millions of dollars) 


Current Service: $101 Le 
7.51% Terminations/ 
Conversions: $272 
24% 


(i tee eel 


Past Service: $971 
72.25% 


Total: $1 344 million 


Providing Pension Advice 


The Pension Advice Section provides 
advice to Revenue Canada Taxation 
and to Indian and Northern Affairs 
Canada on matters relating to private 
employer-sponsored pension plans. 
Certain contributions made by 
employers to pension plans 
established for their employees may 
be deducted from the employer’s 
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income on the condition that the 
amounts are certified by an actuary 
and are approved by the Minister of 
National Revenue on the advice of 
the Superintendent of Financial 
Institutions. The Section has 11 staff 
members who provide this advice. 

During 1989-90 the Pension 
Advice Section received 1,021 
requests from Revenue Canada 
Taxation. The dollar value of 
employer contributions on which 
advice was provided totalled $1,344 
million. Section staff meet regularly 
with Revenue Canada officers to 
discuss general matters regarding the 
advice program and to consult on 
system issues that affect pension 
plans and their regulatory 
environments. 

Since mid-1988 we have worked 
with Indian and Northern Affairs 
Canada and with Revenue Canada to 
improve the co-ordination of reviews 
of private pension plans sponsored 
by Indian Bands and funded by 
Indian and Northern Affairs as part of 
its Indian Pension Plan Funding 
program. 

Our procedures are designed to 
ensure that these pension plans 
comply with all applicable legislation 
and other government requirements 
before they begin to receive program 
funding. During 1989-90 we 
completed reviews of 127 different 
Indian Pension Plan Funding 
program plans and approved 25 of 
them for funding. 


—— eee 


Audit Advisory Committee 


The first meeting of the newly 
formed audit advisory committee for 
pension plans was held in Toronto in 
October 1989. A second meeting 
took place in April 1990. The 
committee is a broadly based group 
of experienced private sector 
pension plan auditors, the 
Superintendent, and senior managers 
from our Office. We are benefiting 
from the auditors’ advice on how we 
can improve our supervisory 
program for pension plans. The 
committee offers the opportunity to 
improve communications between 
our Office and pension plan auditors 
and to discuss with auditors their 
statutory responsibility under the 
PBSA, 1985. 
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The Office’s Actuarial 
Services 


The Office’s Actuarial Services are 
provided by two divisions, the 
Canada Pension Plan Division and the 
Government Services Division, each 
reporting to the Chief Actuary. 

One major responsibility of 
Actuarial Services is to conduct 
periodic actuarial valuations of 
various pension plans sponsored by 
the government for its employees, 
including the Canadian Forces and 
the Royal Canadian Mounted Police. 
The other main activity is to make 
projections to determine costs under 
social security programs such as the 
Canada Pension Plan and Old Age 
Security. 

The Canada Pension Plan Act and 
the Public Pensions Reporting Act 
require that the various pension 
plans be valued at least once every 
three years. Reports on these 
actuarial valuations have to be 
completed within 18 months of the 
valuation date. 


Actuarial Services 


Canada Pension Plan 
Division 


The Director and three staff 
members in the Canada Pension Plan 
Division are responsible for the 
periodic statutory valuations of the 
Canada Pension Plan and of the Old 
Age Security benefits. These two 
programs are administered by the 
Department of National Health and 
Welfare. 

In addition to the periodic 
valuations, the Division prepares cost 
estimates in connection with various 
proposals for amending these social 
security programs. For example, 
during this past year, the Division 
produced several cost estimates in 
connection with proposals for major 
changes in the Canada Pension Plan 
Survivor Benefits. 


Government Services 
Division 


The Government Services Division, 
comprising a Director, two Chiefs, an 
Actuary and 10 other staff members, 
is responsible for the periodic 
statutory actuarial valuations of 
pensions and insurance programs | 
established by the government for its 
employees. The main programs 
valued by the Division include the 
Public Service Superannuation, the 
Canadian Forces Superannuation, the 
RCMP Superannuation, pensions for 
Members of Parliament and pensions 
for federally appointed Judges. In 
addition to the periodic valuations, 
the Division provides the 
government with cost estimates 
related to various proposals for 
amendments to plans. 

The Government Services Division 
has traditionally valued programs 
established by the government for 
special groups of people other than 
employees of government. These 
programs include pensions for the 
victims of the Halifax disaster in 
1917 and the voluntary life insurance 
programs for veterans who served in 
the First and Second World Wars. 

In addition to these specific 
responsibilities, the Government 
Services Division provides actuarial 
advice to the government in a 
number of areas requiring actuarial 
expertise. 
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Recent Reports 


During this reporting period, 
Actuarial Services completed the 
11th Statutory Actuarial Report as at 
31 December 1988 on the Canada 
Pension Plan and the 1st Statutory 
Report on the Old Age Security 


pensions, also at 31 December 1988. 


The Canada Pension Plan report was 
tabled on 21 January 1990; the 
report on Old Age Security Pensions 
will be tabled during 1990-91. 

The actuarial report as at 31 
December 1987 on the Canadian 
Forces Superannuation, which was 
completed in June 1989, was tabled 
in the House of Commons on 1 
November 1989. Actuarial Services 


also completed actuarial valuations as 
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at 31 December 1988 of pensions for 
Members of Parliament and for 
federally appointed judges. Tabling is 
expected soon. In addition, we 
completed a number of actuarial 
valuations of other minor pension 
and insurance programs during the 
1989-90 year. 
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Deposit-Taking Institutions Sector 


Deposit-Taking 
Institutions Sector 


The Deposit-Taking Institutions Sector 
is headed by Donald M. Macpherson, 
Deputy Superintendent. With staff in 
Toronto, Montreal, Vancouver, 
Winnipeg and Ottawa, the Sector is 
responsible for supervising federally 
incorporated banks, trust, loan and 
investment companies and co- 
operative credit associations. Its work 
is concentrated on monitoring the 
solvency of these institutions and on 
determining their compliance with 
federal legislation and regulations. In a 
similar manner, the Sector carries out 
reviews of certain provincially 
chartered institutions through federal- 
provincial agreements or as an agent 
of the Canada Deposit Insurance 
Corporation. 

Since its inception, the Office has 
continued to strengthen the Deposit- 
Taking Institutions Sector outside 
Ottawa. In 1988 there were 35 staff 
members in Ottawa and 38 in the 
regional offices. At the end of July 
1990, Deposit-Taking Institutions 


Gene oe 
Superintendent _ 
DM. Macpherson 


Sector had 19 staff members in 
Ottawa and 67 in the regions — 12 
in Montreal, 5 in Winnipeg, 8 in 
Vancouver and 42 in Toronto. 
Regional offices, reporting through 
the Director General, Examinations, 
in Toronto, conduct the examination 
of insurance companies and pension 
plans in addition to deposit-taking 
institutions. 

The Sector’s Toronto contingent is 
organized into three Divisions. One 
supervises Schedule I banks, another 
is responsible for Schedule II banks, 
and the third supervises trust, loan, 
and investment companies and co- 
operative credit associations. The 
Director of Specialist Support in 
Toronto is responsible for co- 
ordinating system-wide activities and 
developing examination practices in 
specialized areas such as information 
systems and treasury operations. 

With the increased number of staff 
and the organization of the Sector in 
regional offices, our examiners are 
close to the headquarters of the 
institutions that we supervise, 
wherever they are in the country. 


Director General, Director, 

Examinations Financial Analysis 

J. Heyes 
Director, Director, Director, _ Director, 
Examinations Examinations Examinations Specialist - 
Trust, Loan Schedule I Schedule II _ Support _ 
and B Banks B. Kogan 
Investment P. Maher M. Christens _ 
Companies 


S. Strelioff 
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Registrations and 
Investigations 


In Ottawa, the Registrations and 
Investigations Division, with a staff of 
11, is responsible for dealing with 
the corporate governance aspects of 
administering the Acts and 
regulations. These activities include 
processing requests for 
incorporation or amalgamation of 
companies and making 
recommendations regarding the 
licensing of institutions. The 
Division’s central activity is 
overseeing institutions that require 
close supervision. The Division also 
investigates contraventions of 
legislation and applies supervisory 
investigative practices. For example, 
the Division has developed 
procedures for the industry in 
respect to detecting and deterring 
money laundering. In all these 
activities,the Registrations and 
Investigations Division maintains 
contact with other law enforcement 
agencies. 


Financial Analysis 


Also in Ottawa, the eight employees 
in the Financial Analysis Division 
provide support to the examination 
process by analysing data reported by 
supervised companies and identifying 
trends in key indicators of 
institutions’ performance. For 
example, these analyses focus on the 
profitability of the industry, trends in 
non-performing assets, provisions for 
losses, levels and composition of 
capital and activities in derivative 
financial products. The role of this 
Division, through analysis, is to 
provide examiners and the Office 
with early warning of potential 
problem areas. 
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Examinations 


Applying the principles, policies and 
criteria established in the 


19 


that risk in deposit-taking 
institutions, the Office engages the 
services of credit consultants who 
are senior credit officers retired from 
major financial institutions. These 


Examination Framework, examiners 
in the Montreal, Toronto, Winnipeg 
and Vancouver offices carry out the 
planning, on-site, reporting and 
monitoring phases of the 
examination program. In the 
planning phase, through analysis of 
financial and other information, the 
major areas of risk exposure in each 
institution are identified. This serves 
to focus the on-site work. In all 
institutions, the critical risk is the 
loss of asset quality. In examining 


vital area. 


Examinations, Deposit-Taking Institutions 


individuals bring long experience 
and sound knowledge to bear on this 


Examinations culminate in a 
review of the findings with the most 
senior company officers. At these 
meetings, matters that require 
corrective action are identified and 
discussed. The findings are 
confirmed in a written report and, 
where appropriate, are reviewed 
with the Board of Directors or the 
Audit Committee. 


Director 
General, 
Examinations 
J. Heyes 
~ 
| 
Director, Director, Director, Director, 
Examinations Examinations Examinations Specialist 
Trust, Loan and Schedule I Schedule II Support 
Investment Banks Banks B. Kogan 
Companies P. Maber M. Christens 
S. Strelioff 
Managers, Managers, Managers, Senior 
Examinations _ Examinations Exam: ions Examinations 
C. Cardoza A.M. O’Donovan R. Liu Specialists 
S.L. McElroy N, Mclnerney- T. Withers R. Beriault 
W. Steele Lacombe S. Lamb T. Nebitko 
G. Booth 
Manager, Manager, Manager, 
Regional Office — Regional Office Regional Office 
Winnipeg Montreal Vancouver 
R. Rowe G. Babin C. Utley 
Chief Manager, Manager, 
io aaons Examiner samineaoie Examinations 
A. Scalena (Insurance) (Deposit-Taking) H. Hanke 
R. Créte L. Cardinal 
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Supervising Deposit- 
Taking Institutions 


At the close of the 1989 fiscal year, 
the banking industry in Canada 
comprised 10 domestic chartered 
banks (2 banks, BC Bancorp and 
Continental Bank of Canada, are in 
voluntary liquidation ), and 57 
subsidiaries of foreign banks. All 
these institutions are supervised and 
regulated by the Office through the 
Deposit-Taking Institutions Sector. In 
addition, banks operate 56 
representative offices in Canada. 
These offices are not permitted to 
carry on banking activity but are 
designed to promote the services of 
the foreign banks they represent. 

There are 30 trust companies, 30 
loan companies, 17 investment 
companies, and 7 co-operative credit 
associations operating under federal 
statutes. We conduct examinations 
and reviews in each institution and, 
as with banks, there is ongoing 
monitoring. 


Schedule I Banks 


The eight staff members in the 
Schedule I Banks group in Toronto 
are responsible for examining and 
monitoring domestic chartered 
banks. For the 1988-89 year, the 
Schedule I banks were assessed $5.4 
million in costs. 

For the year ended 31 October 
1989, average total assets of the six 
major domestic banks amounted to 
$462.0 billion, $26.5 billion (6.1 per 
cent) higher than in 1988. For 1989 
the six major domestic banks 
recorded an aggregate net income of 
$1.9 billion and a return on average 
assets (ROA) of 0.41 per cent. This 
represented a decrease of 39 per 


cent in net income over 1988 results. 


Net Income 
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Domestic operations of the six 
major domestic banks generated net 
income of $3.0 billion, up $295 
million or 11 per cent from fiscal 
1988. Domestic ROA was 0.93 per 
cent, down marginally from the 0.95 
per cent achieved in 1988. 

International operations of the six 
major domestic banks registered an 
after-tax loss of $1.1 billion 
compared with a profit of $1.3 billion 
last year. This reduction was 
primarily a result of $4.1 billion 
being added to less developed 
country loan lossprovisions ($1.7 
billion in 1988) and of lower interest 
payments from major Latin American 
debtor nations. 

Total provisions for loan losses by 
domestic banks in 1989 were $5.1 
billion, more than double the 1988 
provision. Provisions taken by the 
foreign bank subsidiaries brought 
total 1989 provisions to $5.3 billion. 
All banks have continued to take 
prudent provisions in 1990, 
recording a total of $973 million in 
the first six months of the finanical 
year. 

Domestically, average assets of the 
six major domestic banks grew 14.4 
per cent to reach $330.1 billion. This 


increase resulted from two factors. 
First, acceptances increased 22 per 
cent, reflecting corporate borrowers’ 
preference for bank financing relative 
to the equity and bond markets. 
Second, mortgages continued to 
show strong growth at 18 per cent, 
although down from the 22 per cent 
growth recorded during 1988. 
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Average international assets of the 
six major domestic banks fell to 
$131.5 billion, a decrease of 10.5 per 
cent over levels recorded in 1988. 

There were other significant 
developments during 1989: 
® Loan quality, excluding less 
developed country (LDC) debt, 
showed continued improvement. 
Non-performing loans net of loss 
provisions declined to $3.6 billion or 
1.05 per cent of loans at the end of 
fiscal year 1989. 


Non-Performing Loan (act of provisions) 
Six Major Domestic Banks 


$ billions 
10 


1985 1986 
{___] Domestic 


1987 1988 1989 
EES International 


© Banks substantially increased LDC 
loss provisions during the fourth 
quarter in order to reflect current 
secondary market values. This 
resulted in an increase to the LDC 
provisioning ratio (that is, LDC loss 
provisions expressed as a percentage 
of total LDC claims) from 43 per 
cent to 66.5 per cent at 31 October 
1989. 

e In August 1988, the Office 
announced the implementation of 
capital measurement and capital 
adequacy standards for Canadian 
banks, as established by the Bank for 
International Settlements (BIS). 
Implementation of these standards 
became effective at the beginning of 
the 1989 fiscal year. Canadian banks 
will meet the minimum interim 
capital requirements (total capital 
expressed as a percentage of risk- 
weighted assets) of 7.25 per cent at 
fiscal year-end 1990. They are now 
working toward meeting the 8 per 
cent capital level required by year- 
end 1992. Monitoring of individual 
banks’ capital levels is conducted on 
a fiscal quarter-end basis. In each 
quarter during 1989, the composite 


of the six major domestic banks’ total 


capital level improved. At 31 
October 1989, the capital level 
reached 7.41 per cent, compared to 
6.96 per cent a year ago. 
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Schedule II Banks 


Schedule II bank supervision is 
carried out by 10 staff members 
working out of our Toronto office. As 
with Schedule I bank examinations, 
cost are recovered from the Schedule 
II banks for the work we conduct. 
For the 1989-90 fiscal year, the 
foreign bank subsidiaries were 
assessed $1.6 million in costs. 

Based on the aggregate results of 
57 foreign bank subsidiaries, average 
total assets reached $51.2 billion at 
31 October 1989, up 12.2 per cent 
from the previous year-end. Net 
income was $172 million, compared 
with $179 million in 1988. Return on 
Assets (ROA) was 0.34 per cent in 
1989 (0.39 per cent in 1988). 


Net Income 
Foreign Bank Subsidiaries 
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Trust and Loan Companies 


The Trust and Loan Division, with 14 
staff members in Toronto and more 
staff in other regional offices, 
conducts examinations and reviews 
in each trust and loan company and, 
as with banks, there is ongoing 
monitoring. Costs are recovered 
from the industry; during the last 
fiscal year, $4.5 million in costs was 
assessed against the institutions. 

In addition, $0.6 million was 
recovered from the Canada Deposit 
Insurance Corporation (CDIC) for 
work performed by the Office in an 
agency capacity in respect of certain 
provincially chartered members of 
CDIC. On a cost-recovery basis, the 
Office carries out reviews of certain 
provincially chartered institutions 
through federal-provincial 
arrangements or as an agent of CDIC. 
There are some 44 institutions that 
come under Office examination by 
virtue of these relationships. 

Of the 68 federally supervised trust 
and loan companies operating in 
Canada at the end of 1989, eight 
trust and four loan companies were 
not taking deposits. Twelve loan 
companies are wholly-owned 
subsidiaries of chartered banks. 

Aggregate net profits of the 37 
federally supervised trust companies 
decreased to $290 million from $336 
million in 1988. The decrease in net 
profits of these companies was 
primarily attributable to a large one- 
time gain recorded by one company 
in 1988 that was not repeated in 
1989. Aggregate net profits of the 19 
federally supervised loan companies 
(excluding bank mortgage loan 
subsidiaries ) increased from $113 
million in 1988 to $235 million in 
1989. 

There were other developments 
that were important in 1989: 
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® Reflecting the intense 
competition in the industry, net 
interest rate spreads of the federally 
supervised trust companies declined 
by 11 basis points during 1989, from 
1.89 per cent to 1.78 per cent. 


e Estates, trusts and agencies’ fees 
reported by the federally supervised 
trust companies increased from $578 
million in 1988 to $605 million in 
1989. 
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© The trust and loan industry 
continued to consolidate in 1989. 
The Central and Guaranty Trust 
Corp., formerly incorporated in the 
Province of Ontario, amalgamated 
with Central Guaranty Trust 
Company. Vanguard Trust of Canada 
Limited, also formerly incorporated 
in Ontario, amalgamated with Prenor 
Trust Company of Canada. Montreal 
Trustco Mortgage Corporation was 
wound up; its assets were transferred 
to Montreal Trustco Inc. 


e At the end of 1989, four groups of 
related trust and loan companies 
(four trusts and three loan 
companies ) accounted for 
approximately 72 per cent of the 
total assets of federally supervised 
trust and loan companies, excluding 
bank loan subsidiaries. 


Co-operative Credit 
Associations 


The Trust and Loan Division in 
Toronto and other regional offices 
also supervises co-operative credit 
associations. In 1989-90, the industry 
was assessed $0.4 million for this 
work. 

At the end of December 1989, 
there were seven co-operative credit 
associations that had been granted 
certificates under the Co-operative 
Credit Associations Act. These were 
the federally incorporated Canadian 
Co-operative Credit Society Limited 
(CCCS) and six of the eight 
provincial credit union centrals that 
are members of CCCS. 

The examinations of the co- 
operative credit associations are 
carried out under the terms of the 
Co-operative Credit Associations Act 
and are similar in scope and nature 
to those of other deposit-taking 
institutions. 


Investment Companies 


Investment companies, also 
supervised under the direction of the 
Trust and Loan Companies Division 
and regional offices, raise money on 
debt instruments and use the 
proceeds to make loans, purchase 
bonds, debentures, and shares, or 
invest in real property for income or 
resale. 

These companies are incorporated 
under the Canada Business 
Corporations Act, but, in addition, 
they may seek, or be required, to be 
registered under the Investment 
Companies Act. 

There were 17 investment 
companies registered under that Act 
at the end of March 1990; there were 
18 in 1989. 

Total assets of the investment 
companies registered at 31 March 
1990 were $28.4 billion. At the same 
time in 1989, the assets of registered 
investment companies amounted to 
$25.5 billion. 

In respect of investment 
companies, the Office deals with the 
registrations under the Investment 
Companies Act and carries out 
examinations of the registered 
companies. The examinations are 
similar to those conducted in other 
institutions. In 1989-90 the industry 
was assessed $0.1 million for this 
work. 
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Updates 


Money Laundering 


Misuse of the financial services 
industry by money launderers 
continues to be a serious threat. In 
April 1990, as one of a number of 
organizations addressing this 
concern, the Office prepared and 
distributed a document entitled Best 
Practices for Deterring and Detecting 
Money Laundering. The document 
summarizes the characteristics of 
transactions that are symptomatic of 
money laundering activities and the 
practices that can be followed to 
detect and prevent those transactions. 
The paper was the result of con- 
sultation with many financial 
institutions in Canada and a review of 
practices and findings abroad. 

Beginning 1 January 1990, the 
Office has included an examination of 
money laundering detection 
procedures as part of each of its 
yearly examinations of financial 
institutions. The work entails a 
compliance check of all institutions 
examined to ascertain whether 
adequate procedures to detect and 
deter money laundering are in place 
and are being adhered to. 

In July 1989, the heads of 
government of the G-7 countries and 
the president of the European 
Communities agreed in Paris to 
convene a Financial Action Task 
Force to evaluate the results of 
measures already taken to combat 
money laundering and to consider 
additional preventative measures. The 
Report of the Task Force on Money 
Laundering was released by the 
Honourable Gilles Loiselle, Minister 
of State (Finance ) in April 1990. 

As a member of the Task Force, 
Canada strongly supports its 
recommendations. Indeed, prior to 
the release of the Report, the Minister 
had established an Advisory 
Committee on Money Laundering as 
an indication of the government's 
seriousness in attacking the problem. 
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The Committee is chaired by the 
Minister and is composed of senior 
government officials, including a 
representative from the Office, and 
senior Officials from Canada’s 
financial institutions and associations 
The Committee reviews mechanisms 
in place to prevent money laundering 
identifies areas where enhancements 
could be instituted, increases 
awareness within the financial 
community of money laundering a 
actions that can be taken to deal 
it, and acts as a consultative lin! 
between the financial services 
industry and government. 

The Minister has announced tha 
legislation on record keepin 
forthcoming. The purpose of t 
legislation would be to ensur 
adequate records are maint 
assist the law enforceme 
in money laundering 
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Communications with 
Auditors 


In recent years, the Offi 
active in strengthening | 
auditors 
Advisory Committee 
and trust company 
established anc 
exchanging informatio 
examination findi 
been formalized 
continued during 
period, enhancing the I 
communication with audit 


of financial in 


thereby contributing to imple 
recommendations of the Commissic 
of the CICA that enquired into the 


public’s expectations of audits. 
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Regulatory Policy Sector 


Regulatory Policy 
Sector 


The Office’s Regulatory Policy Sector 
contributes to developing and 
maintaining the legislative and policy 
framework for supervising federally 
regulated financial institutions and 
works to ensure a cohesive and 
consistent application of that 
framework across all institutions. 
There are seven divisions in the 
Sector which is headed by Deputy 
Superintendent, Suzanne Labarge. The 
Sector has 50 staff members. 


Policy and Research 


The Policy and Research Division 
develops technical regulatory policy 
proposals and guidelines for banks, 
trust and loan companies, insurance 
companies and other financial 
institutions. It also develops certain 
accounting standards for banks. The 
Division has three principal groups — 
Supervisory Policy (Deposit-Taking ), 
Supervisory Policy (Insurance and 
Pensions ), and Accounting Policy. 
The Division’s work involves 
identifying, analysing and resolving 
issues that arise both in the individual 
business sectors and across 
industries. And it entails close co- 
ordination with and participation on 
standard-setting and supervisory 
committees. 


During 1989-90 three staff 
members in the Supervisory Policy 
(Deposit-Taking ) group continued 
their work in establishing guidelines 
of a prudential nature. This included 
clarifying and interpreting capital 
adequacy rules for Canadian banks, 
developing proposals for the 
domestic convergence of capital and 
lending rules for all deposit-taking 
institutions, issuing guidelines for the 
treatment of guarantees of foreign 
bank subsidiaries’ assets by foreign 
bank parents, and drafting rules 
setting out the capital requirements 
for banks engaged in the 
securitization and sale of assets such 
as mortgages and receivables. 
Members of this group represented 
the Office on Bank for International 
Settlements committees dealing with 
interest rate risk, exchange rate risk, 
liquidity, and implementation issues 
related to the capital convergence 
agreement for banks. 

The two members of staff in the 
Supervisory Policy (Insurance and 
Pensions ) group worked closely with 
the Insurance and Pensions Sector in 
researching and developing the 
minimum continuing capital surplus 
requirements (MCCSR) for Canadian 
life insurance companies. The group 
also developed proposals to govern 
the rights of participating 
policyholders and identified and 
worked on a number of policy issues 
related to revisions in insurance 
legislation. The Asset Analysis group, 
has five staff members and reports to 
the Manager, Supervisory Policy 


(Insurance and Pensions). The group 
ensures that the investments and loans 
of federally regulated trust and loan 
companies, insurance companies and 
pension plans comply with applicable 
laws, regulations and policies. 

Accounting Policy group researches 
and develops policy on accounting 
issues that affect financial institutions. 
The group has four staff members. 
During 1989-90 the work included 
developing accounting guidance for 
debt restructuring transactions, the 
transfer of receivables, the treatment 
of fully hedged monetary items 
denominated in foreign currencies, 
and the foreign currency translation of 
the financial statements of self- 
sustaining entities operating in a 
highly inflationary economic 
environment. Members of the 
Accounting Policy group participated 
in the work of the Canadian Institute 
of Chartered Accountants (CICA ) 
Task Force and related study groups 
on liquidity and solvency, foreign 
currency translation, and accounting 
for loans and credit losses. 


The Rulings Division 


The Rulings Division helps to establish 
the Office’s position on issues of 
precedence. For example, if a financial 
institution wants to enter into 
transactions that may not clearly be 
dealt with by existing conventions, 
the Division working with the 
institution concerned, develops 
appropriate interpretations, rulings 
and opinions to ensure that the 
contemplated transactions conform to 
legislation and regulation. 

These interpretations, rulings and 
opinions are provided to the Office’s 
operating sectors, Deposit-Taking 
Institutions and Insurance and 
Pensions, which are responsible for 
ensuring institutions’ compliance with 
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them. The Rulings Division also 
provides ongoing advice and support 
to the operating sectors. The Division 
works closely with the Legislative 
Planning Division to identify areas in 
the legislation or regulatory 
framework that may require revision 
to deal with ongoing or frequent 
transactions for which precedents 
have been established. 

The Rulings Division has 10 staff 
members, many of whom have legal 
and financial services backgrounds. 


Legislative Planning 
Division 


The Legislative Planning Division is 
responsible for developing and co- 
ordinating the Office’s work in 
relation to legislation and regulations 
affecting federally regulated financial 
institutions. The Division’s six staff 
provide advice to the Department of 
Finance concerning prudential and 
administrative matters that will be 
addressed in financial services 
legislation. In addition, the Division is 
responsible for developing 
regulations that would be required 
under proposed legislation. 

Each year the Division submits 
regulations for inclusion in the 
Annual Federal Regulatory Plan. The 
Division is then responsible for 
developing and publishing the 
regulations required under existing 
financial institution legislation. 
During 1989-90, Pension Benefits 
Standards Regulations, Reinsurance 
Regulations pursuant to the various 
Insurance Acts, and Cost of 
Borrowing Disclosure Regulations 
and Form of Proxy Regulations 
pursuant to the Bank Act were 
developed and published. 

Legislative Planning undertakes 
special projects that touch on 
legislative issues; for example, 
developing submissions to House of 
Commons or Senate Committees and 
reviewing legislative and procedural 
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issues that need to be addressed to 
facilitate information sharing among 
regulators in various jurisdictions. 


Policy Support 


The Policy Support Division, with 
three staff members, represents the 
Regulatory Policy Sector in Toronto. 
It assists in co-ordinating regulatory 
policy activity in the Toronto office 
by ensuring that policy issues that 
originate there are referred to 
appropriate staff in Ottawa. The 
Division is also the policy contact in 
Toronto for operating sectors and for 
the general public. 

The Policy Support Division 
maintains regular contact with 
industry representatives and 
associations, such as the Canadian 
Bankers’ Association and the 
Canadian Life and Health Insurance 
Association, and with other 
regulators, primarily the Ontario 
Securities Commission, the Toronto 
Stock Exchange, and the Investment 
Dealers Association. Division staff also 
participate regularly on the Office’s 
Auditors’ Advisory Committees, thus 
maintaining relationships with the 
accounting profession. 

The Policy Support group assists in 
research projects that have policy 
implications. This past year it has 
been most actively involved in 
securities-related activities; this work 
will expand in the coming year. The 
group is also represented on the Bank 
for International Settlements’ sub- 
committee on position risk on 
equities. 


2 


we 


Institutional Information 
Reporting 


Following a successful pilot project 
completed early in 1990, the Office 
organized four staff members into the 
Institutional Information Reporting 
Division to ensure that the 
information collected from 
supervised institutions and pension 
plans meets the supervisory needs of 
the Office and the needs of those 
agencies with whom we share 
information. The Division is 
responsible for determining the 
nature, form and timing of regulatory 
reporting requirements and for 
ensuring that the requirements do 
not place undue burden on 
supervised institutions and pension 
plans. 

The Institutional Information 
Reporting Division will be consulting 
with information users throughout 
the Office and with other agencies, 
regulators and industry representa- 
tives to ensure that the proposed 
changes in regulatory reporting 
requirements will be reasonable and 
will meet the needs of the users. 

It is expected that by 1992 a 
revised reporting system will be in 
place for banks and possibly for other 
financial institutions. The goal is to 
develop a common data base for use 
by federal agencies involved in 
supervising and insuring financial 
institutions. In addition, the Division 
is developing enhanced systems to 
monitor trends and system-wide 
issues. 


Program Review 


Two employees were assigned to 
work in the Program Review Division 
which was set up in October 1989 to 
assume responsibility for program 
evaluation, internal audit and quality 
assurance in the Office. 

To date the Division’s major 
activities have been related to liaison 
with the Office of the Auditor 
General of Canada and to managing a 
number of internal audit contract 
reports. The Division has developed 
policies on program evaluation, 
internal audit and quality assurance 
that have been approved by the 
Executive Committee. 

Program evaluation focuses on the 
results or rationale of a program — is 
it necessary, what are its results, what 
impact does it have on the public, is 
it cost-effective? Internal audit and 
quality assurance are concerned with 
the way an activity is carried out. 
Internal audit measures and assesses 
the effectiveness of controls; quality 
assurance measures performance 
against standards. 

The purpose of this work is to 
provide the Superintendent with an 
assessment of whether objectives are 
being met and whether management 
controls are working well. The 
reviews are also designed to identify 
weaknesses and suggest remedies. 
The activities are complementary in 
that the results of one review are 
used as groundwork for another. The 
frequency of various reviews depends 
on a number of circumstances; 
however, the emphasis is on high risk 
and material areas of importance to 
management. As a minimum 
requirement, each major system, 
function, program and organizational 
unit will be reviewed at least once 
every five years. 


Planning and Professional 
Development 


The Planning and Professional 
Development Division provides staff 
training and development services, 
co-ordinates the Office’s planning 
process, and carries out various 
studies and special projects. The 
training and development services are 
designed primarily for examiners, 
analysts and policy officers. They 
include organizing and conducting 
events such as the Office’s annual 
conference, technical seminars, 
policy briefings and industry 
overviews. The Division also conducts 
workshops on interviewing skills, 
presentation skills, writing and 
employee orientation. Planning and 
Professional Development, with a staff 
of eight, also develops policies on 
training and professional 
development for Office staff, informs 
staff of outside courses, conferences 
and seminars, and tracks attendance 
at external training and development 
activities. 

The Division is also responsible for 
refining the strategic and business 
planning processes and systems used 
by the Office. Since the Office is a 
government department, its planning 
must support the requirements of 
central agencies such as the Treasury 
Board and the Public Service 
Commission. The Division has also 
provided support to the operational 
sectors in their implementation of the 
Office’s Examination Framework. 


Management Services Sector 
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Management 
Services Sector 


The Management Services Sector 
provides common services to the 
Office. There are three Divisions in 
the Sector that report functionally to 
the Superintendent’s Senior 
Corporate Adviser, Ursula Menke. 


Finance and 
Administration 


This Division, with a staff of 34, is 
responsible for all financial and 
administrative services, including 
records management. A major 


review is being conducted in records 
management to determine the most 
efficient and effective ways of 
providing records services centrally 
and in the regions. One objective of 
this work is to plan for the eventual 
implementation of electronic records 
management within the Office. 

With the exception of its Actuarial 
Services and Pension Advice functions 
which are provided for under 
appropriations, the Office works on a 
cost-recovery basis. Working with the 
appropriate operating sectors, the 
Finance and Administration Division 
is responsible for allocating regular 
Office expenses to the major 
industries and for determining the 
assessments that are levied against the 
regulated financial institutions. 
Detailed invoices for two major 
assessment exercises (interim and 
final) are prepared each year. About 
1,300 invoices are sent out annually. 
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Costs incurred in connection with 
the liquidation of supervised 
insurance companies are also fully 
recovered from the industry. 
Expenses incurred in connection 
with work done for the Canada 
Pension Plan and the Canada Deposit 
Insurance Corporation are recovered 
from those organizations. 

Finance and Administration also 
prepares the government-wide multi- 
year operational planning documents, 
Main Estimates submissions, and 
Public Accounts documents required 
by central agencies. In addition, the 
Division maintains computerized 
budgetary and commitment/cash 
control systems for all Office 
expenditures and distributes monthly 
reports to all levels of management in 
the Office. 

The Division also provides service 
related to the Office’s mail and 
distribution system, facilities 
management and materiel manage- 
ment. And a library service provides a 
source of reference material for all 
staff. 

Other work of the Finance and 
Administration Division includes 
administering the provisions of the 
Civil Service Insurance Act and 
collecting premium taxes pursuant to 
the provisions of the Excise Tax Act, 
Part I. 


Personnel and Systems 


Personnel 


The Personnel group, with 12 staff, is 
responsible for all matters related to 
such areas as staffing, classification, 
negotiating collective agreements 
with unionized staff, official 
languages, pay and benefits. It also 
develops Office policies related to the 
personnel function; for example, the 
Office’s Employee Assistance 
Program, the Human Resource 
Management Framework, grievance 
procedures, and so on. 

The Personnel group directs its 
efforts toward implementing the 
support tools and programs required 
in setting a human resource 
management framework in place. 
Several important areas are dealt with 
within this framework, including 
training and development, 
performance review and employee 
appraisal, human resource planning, 
and accountability. 

The Executive Interchange 
Program and a greater use of 
secondment and transfer help to 
ensure that the Office has trained staff 
to deal effectively with our 
supervisory challenges. 

A specially designed performance 
review and employee appraisal system 
to meet the particular demands of the 
Office is being implemented. This 
combined with a greater emphasis on 
training and development ensures 
that our staff are given assistance and 
guidance in achieving their maximum 
potential and in planning their 
careers. 


Information Systems 


The Information Systems group, with 
a staff of 26, supports the Office by 
ensuring the cost-effective use of 
electronic data processing 
technology. The group has three 
sections. 

The System Development section 
develops and implements new 
systems applications and maintains 
and modifies existing systems to help 
the Office in carrying out its 
regulatory and supervisory 
responsibilities. The section is 
responsible also for providing 
technical advice and support in 
regard to these systems. 

The Training and User Support 
section reviews, acquires and 
supports appropriate hardware and 
software for the operations and 
administration of the Office. The 
section has overall responsibility for 
microcomputer training and for 
providing and managing appropriately 
designed and implemented user 
support programs. 

The Data Management section 
collects, validates and maintains the 
financial data and data bases required 
for supervisory and regulatory 
purposes. This section is also 
responsible for work under way to 
enable the Office to accept and make 
use of electronic returns from 
industry. 

Information Systems also develops 
and implements information systems 
security policies and procedures to 
ensure protection of the Office’s 
electronic and data assets. 


Communications and 
Public Affairs 


The Communications and Public 
Affairs Division has a staff of 10. The 
Division is responsible for all print- 
related matters, including editing, 
translating, designing and publishing 
reports and documents produced by 
the operating and policy sectors and 
preparing the annual report and other 
reports, bulletins and updates to 
industry. The Division also handles 
correspondence on behalf of the 
Minister and liaises with Ministers’ 
offices, Members of Parliament, 
Standing Committees of the House 
and Senate, and parliamentary and 
members’ staff. Communications and 
Public Affairs also produces internal 
communications and publications, 
including the Office’s staff newsletter, 
Action/Réaction. 

Staff in the Division work closely 
with the public relations departments 
of various industry associations and 
professional groups, and the Director 
represents the Office on several 
intergovernmental/private sector task 
forces and committees dealing with 
matters affecting the public. The 
Division is also responsible for media 
relations, advance briefings, 
scheduling interviews and providing 
information about matters of interest 
to the press and the general public. 
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Complaints and Inquiries 
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Dealing with Enquiries and 
Complaints 


On behalf of the Office, 
Communications and Public Affairs 
handles enquiries or complaints from 
the public about federally regulated 
financial institutions. Division officers 
work co-operatively with the 
institutions to ensure that customers 
are provided with useful and effective 
complaint-handling mechanisms that 
will address their concerns. 

During this reporting period, we 
handled 2,909 telephone calls and 
letters from customers of financial 
institutions. It is important to note 
that, of that number, 1,510 calls were 
in connection with chartered banks; 
the other 1,399 dealt with other 
financial institutions — trust and loan 
companies, life insurance companies, 
property and casualty insurance 
companies — and with federally 
regulated pension plans. The 
accompanying exhibit indicates the 
nature and number of complaints and 
enquiries concerning all these 
institutions. We also responded to an 
additional 3,193 requests for various 
other kinds of information. 


The Office encourages all 
institutions’ customers to contact 
their institution to try to work out 
solutions to problems through the 
mechanisms that the institutions have 
developed. If consumers want to 
write letters of complaint, we 
encourage them to write to the most 
senior person in the financial 
institution and to send a copy of 
letter to us. Where necessary, the 
Office contacts institutions on bel 
of complainants in an attempt 
bring the parties together to reach a 
solution to the problem 

There has been a substantial 
increase in the number of calls an 
letters received this year over las 
This is largely a result of some 
financial institutions, primarily banks 
and trust and loan companies, making 
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the address and phone number of the 
Office available to their customers 
through brochures and other 
published information. It is also partly 
a result of the Office becoming better 
known and being known to be 
accessible to the public. 

Communications and Public Affairs 
makes little differentiation between a 
complaint and an enquiry — any call 
or letter that comes to the Office is 
dealt with in the same way and a 
response is given. It is true, however, 
that more requests for information 
than complaints have been received 
over the past year in our Office; it 
appears that people are taking their 
grievances direct to the financial 
institutions that can solve their 
problems and respond positively to 
criticisms. 


Almost all enquiries that come to 
Communications and Public Affairs 
are answered as soon as they are 
received, unless it is necessary to find 
out more information or to contact 
another government department or 
agency or a financial institution. Most 
complaints are also dealt with 
immediately; however, when an 
institution must be contacted, final 
disposition can take up to two weeks 
or more. On average, letters are 
answered within a day or two of 
receipt and a follow-up letter is sent 
once all the relevant information has 
been collected. 

The Director of Communications 
and Public Affairs is also the Office’s 
Access to Information Co-ordinator. 
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To the Honourable the Minister of Finance 


Dear Minister: 


Pursuant to section 25 of the Financial Institutions and Deposit Insurance System 
Amendment Act, I am pleased to submit my Office’s 1991 annual report. 


The report covers the period from September 1990 to August 1991 and provides 
information that I hope will be of interest to you and to all Members of Parliament as 


well as to the general public and the federally regulated financial institutions and pension 
plans. 


Yours sincerely, 


NW aMhake 


Michael A. Mackenzie 
Superintendent 


Ottawa, October 1991 
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A Message from 
the Superintendent 


his is my Office’s fourth annual report. The information in it 

covers the period from September 1990 until August 1991. In this 

opening message, however, I want to talk principally about the four 
months starting in April 1991 during which the government had to take 
control of three deposit-taking financial institutions — the Standard Trust 
Company and the Standard Loan Company in April, and the Bank of Credit 
and Commerce Canada in July. Those actions and the actions that 
followed caused distress and inconvenience and difficulty and upset for all 
Canadians who had accounts and deposits with those closed institutions. 

I want to talk briefly here about what we did, why we did it, and why 
we do things the way we do. 

First, know that my Office takes no joy in closing financial 
institutions. We take no pleasure from locking up depositors’ money. And 
we do not take lightly, by any means, the risk attendant to closing a trust 
company or a bank — the risk that people’s confidence in our financial 
system will be shaken. For although laws and regulations are important, 
the safety of our financial system remains largely dependent on the trust 
and confidence that people have in it. Many people are responsible for 
maintaining that trust and confidence — the management of financial 
institutions, their directors, auditors, and regulators. How do we keep that 
trust and confidence? It is not a one person job. 

There is really only one reason for closing a financial institution in 
serious trouble: depositors’ or policyholders’ funds are threatened and 
could be lost to them if immediate and very serious action is not taken. 

Financial institutions aren’t strong and healthy one day and sick to 
death the next, although rapidly deteriorating real estate and other 
markets can seriously damage any institution. Sometimes an institution 
will be in temporary difficulty, in a little difficulty, in serious difficulty. It 
does the prudent thing and tries to deal with its problems. 

Once an institution is in difficulty, this Office has a number of 
regulatory actions it employs to protect funds. The choice of which action 
to take depends on an assessment of the nature and causes of the 
institution’s problems and its capacity to resolve them. 

In most cases institutions deal with situations as a result of our Office 
taking regulatory action. We do not attempt to or want to manage or run 
any financial institution. But we will and do step in — and with alacrity — 
when we identify a problem that can be fixed by restricting some activity 
or by requiring more capital or by changing the way a given piece of 
business is done. We try to work together to deal with the situation at 
hand. 

Usually regulatory action on our part and co-operation on the part of 
an institution succeed in fixing a problem. Confidence in the system is 
not lost; depositors’ or policyholders’ money is not lost. But sometimes 
regulatory action doesn’t work. A difficult judgement must be made about 
the extent of the threat and whether it can be overcome or is fatal. 
Making that determination is not a science. When all avenues have been 
explored and come only to dead ends, we have no option but to lock up 
the institution’s funds in order to protect them from erosion or 
shareholders’ withdrawal. This was the case with the Standard Trust 
Company and Standard Loan Company. 

We had identified a number of serious problems with Standard, and 
these were brought to the attention of management, the audit committees 


and the company’s auditors. During June and July 1990, however, we 
recognized that the company was in a seriously impaired financial 
situation as a result of large loan losses sustained as real estate values 
continued to deteriorate. We immediately required a new audit, the 
injection of more capital and, together with the Canada Deposit Insurance 
Corporation, pressured the owners to sell the company. It was only when 
these efforts failed and the parent company was put into bankruptcy that 
we had no choice but to take possession of Standard’s assets. 

The case of the Bank of Credit and Commerce Canada was different. 
It is key to remember that the action taken on July 5 against the Bank of 
Credit and Commerce Canada was as a result of regulatory action taken 
that very day elsewhere in the world. During the period preceding July, 
the Bank of Credit and Commerce Canada was responding co-operatively 
to the regulatory concerns brought to its attention by this Office. The 
bank’s parent continued to respond quickly and positively to all 
supervisory requests. As far as we knew, work was well under way in 
Great Britain and elsewhere to restructure the Bank of Credit and 
Commerce International and it subsidiaries. We had no reason to believe 
that this restructuring would not proceed or that the parent company 
would not support the Canadian subsidiary. 

The action by foreign authorities made it impossible for the parent 
bank to support any longer the subsidiary in Canada. We closed the bank 
in Canada, so that the depositors’ funds would be protected to the extent 
possible and the assets held in Canada at the time would not leave the 
country. If the bank’s parent had been in a position to continue to support 
the Canadian subsidiary, it would undoubtedly have done so. The bank 
would have continued to co-operate with this Office in working itself out 
of its temporary problems, and eventually those problems would have 
been overcome. 

We do not accompany our regulatory action with press conferences 
and banner headlines. Broadcasting the regulatory actions in respect of a 
given financial institution can generate a run on that financial institution. 
And there’s nothing fair or equitable or protective about a run, the person 
at the front of the line is lucky and the person at the back of the line loses 
everything. 

These recent experiences underline the importance of procedures 
and measures to prevent the development of trouble or to contain the 
financial impact of difficulties as they arise. These procedures are based 
on the premise that safety and soundness can be assured only when 
management, directors and auditors work together actively with the 
regulator. Our role is to ensure that this happens — and that at all times 
institutions are adequately capitalized following very conservative 
accounting principles, that they possess sufficient liquidity, and that they 
act in conformity with legislation, regulations and our Office guidelines. 

These approaches have been described in earlier annual reports. In 
my view, they are working well in Canada, and, despite the current 
business weakness, the Canadian financial system, in the main, remains 
strong. 
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The 
Superintendent’s 
Mandate, Mission 
and Goals 


Effective supervision requires 
knowing what ts happening in 
institutions, who the managers 
and directors are, how 
institutions are responding 

to new developments and 
changing conditions. 


Office of the Superintendent of Financial Institutions 


The Mandate 


The Office of the Superintendent of 
Financial Institutions was established 
in 1987 when Parliament passed 
legislation that amalgamated the 
Department of Insurance and the 
Office of the Inspector General of 
Banks and broadened powers and 
responsibilities related to supervising 
federally regulated financial 
institutions in Canada. 

The Office’s enabling legislation 
provided for a single regulatory body 
for all federally regulated financial 
institutions; Canada is unique in 
having an organization of this kind. 
The legislation also gave the Super- 
intendent a broad range of powers 
and authorities to deal as promptly 
and effectively as possible with 
problems that arise in federally 
regulated financial institutions and 
pension plans. These powers include 
the power to issue Directions of 
Compliance in situations where the 
Superintendent is of the view that a 
financial institution has embarked on 
— or is about to undertake — prac- 
tices that are unsafe or unsound. A 
Direction of Compliance may also be 
issued to seek a remedy to an iden- 
tified situation. 

The 1987 legislation established a 
committee composed of the Super- 
intendent of Financial Institutions, 
the Governor of the Bank of Canada, 
the Deputy Minister of Finance, and 
the Chairman of the Canada Deposit 
Insurance Corporation. This Finan- 
cial Institutions Supervisory Com- 
mittee was set up to simplify the 
confidential exchange of information 
among its members on all matters 
related to supervising financial 
institutions. The Superintendent 
chairs the committee. 

The Superintendent’s Office is 
responsible for regulating and 
supervising banks, insurance, trust, 
loan and investment companies and 
co-operative credit associations that 
are licensed or registered by the 


federal government. The Office 
supervises federally regulated 
employer-sponsored pension plans 
and also provides actuarial reports on 
various government pension pro- 
grams. As an agent of the Canada 
Deposit Insurance Corporation or 
through federal-provincial arrange- 
ments, the Office also carries out 
reviews of certain provincially 
chartered institutions. 

In addition to the duties set out in 
the legislation that established the 
Office and its powers, the Super- 
intendent’s Office administers 
various pieces of legislation that 
apply to federally regulated financial 
institutions and pension plans — the 
Bank Act, Canadian and British 
Insurance Companies Act, Foreign 
Insurance Companies Act, Trust 
Companies Act, Loan Companies Act, 
Investment Companies Act, Co-oper- 
ative Credit Associations Act, the 
Pension Benefits Standards Act, 1985, 
and portions of the Income Tax Act. 
The Office also administers the Civil 
Service Insurance Act and the Excise 
Act, Part I, and has responsibilities 
under the Public Pensions Reporting 
Act. 
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The Mission 


The mission of the Office of the 
Superintendent of Financial 
Institutions is to regulate financial 
institutions and pension plans under 
federal jurisdiction with a view to 
maintaining public confidence in the 
Canadian financial system. The 
Office’s mission also includes 
providing actuarial advice to the 
government. The five major goals 
that support this mission statement 
are: 

® to monitor financial institutions 
and pension plans for solvency, 
liquidity and compliance with 
legislation, regulations, and Office 
guidelines; 

® to monitor events and trends that 
may affect federally regulated finan- 
cial institutions and pension plans; 


® to act as required on issues of sol- 
vency, liquidity and compliance of 
each financial institution and pension 
plan; 

® to contribute to a safe and sound 
regulatory framework of legislation, 
regulation and guidelines through 
policy development; and 


® to produce high quality actuarial 
reports in a timely fashion to meet 
legislative and other government 
requirements. 

Depositors, policyholders, and 
pension plan members are at the 
centre of this mission and its goals. 


Public trust and confidence are key 
to the health and security of the 
Canadian financial system; the people 
who entrust their funds to Canadian 
financial institutions and pension 
plans must be assured that the 
system is working on their behalf. 
The work of the Superintendent’s 
Office is done with a view to 
maintaining this essential public 
confidence and dealing quickly and 
effectively with any threats to it. 

A major motivation for the Office 
is a prudential concern for the 
solvency and liquidity of each 
institution and plan. The Office 
gathers information about the 
operations of federally regulated 
financial institutions to develop 
policy proposals on regulatory 
matters for the consideration of 
Ministers and to identify and assess 
strengths and weaknesses in the 
system so that sound advice may be 
provided to government. As well, the 
Office monitors institutions’ com- 
pliance with legislation, regulations 
and guidelines and acts as necessary, 
again with the confidence of 
depositors, policyholders and 
pension plan members in mind. 

The Superintendent’s Office is not 
in the business of managing any insti- 
tution. The job is rather to analyse 
the financial climate and develop 
rules and guidelines that are based 
on an understanding and 
appreciation of the facts of business 
life and on policies determined by 
the Government of Canada. 

Examination programs are 
directed toward solvency, liquidity 
and compliance concerns. The 
Office’s Examination Framework and 
its associated principles, practices 
and criteria are designed to ensure 
that Office staff and resources are 
used most effectively when and 
where they are most required. 
Analysts working in the Office carry 
out detailed and comprehensive 
work on returns and other infor- 
mation provided to the Superin- 
tendent by financial institutions and 


pension plans. Based on detailed risk 
assessments, analysis of emerging 
trends, and a variety of other 
techniques, on-site examinations are 
planned, conducted, reported and 
followed up by examination staff. 

The Office keeps in close contact 
with the financial institutions and 
pension plans that it supervises. 
Effective supervision requires 
knowing what is happening in 
institutions, who the managers and 
directors are, how institutions are 
responding to new developments 
and changing conditions. Rela- 
tionships with auditors, actuaries, 
industry associations, professional 
groups and with other supervisors 
and regulators all help to contribute 
to the Office’s knowledge and ability 
to supervise institutions effectively 
and competently. 

The next sections of this report 
describe how the Office of the 
Superintendent is organized to meet 
the demands of its mandate and 
mission. 


Organization and 


Activities of the 
Superintendent’s 


Office 


Office of the Superintendent 


of Financial Institutions 


Office of the Superintendent of Financial Institutions 


The Office is organized so that it can 
work most effectively to meet the 
goals described earlier in the report. 
Although each sector has specific 
tasks and activities, all come together 
as one Office to fulfil the Office’s 
mandate and mission. 

The Minister of Finance and the 
Minister of State (Finance and Pri- 
vatization ) are responsible to the 
House of Commons for the activities 
of the Superintendent’s Office, which 


is a separate government department. 


Three sectors in the Office are 


Minister of Finance 


| 


Minister of State 
(Finance and Privatization) 


| 


headed by Deputy Superintendents, 
two responsible for operating divi- 
sions and one responsible for regu- 
latory policy matters. The Senior 
Corporate Adviser to the Superin- 
tendent has functional responsibility 
for the fourth sector, Management 
Services. The Deputy Superinten- 
dents and the Senior Corporate 
Adviser report to the Superintendent; 
the Office’s Legal Services Unit also 
reports direct to the Superintendent. 
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Regulatory Policy Sector 


Regulatory Policy 
Sector 


The Office’s Regulatory Policy Sector 
contributes to developing and 
maintaining the legislative and policy 
framework for supervising federally 
regulated financial institutions and 
works to ensure a cohesive and con- 
sistent application of that framework 
across all institutions. There are six 
divisions in the Sector which is 
headed by Deputy Superintendent, 
Suzanne Labarge. The Sector has 53 
staff members. 


Policy and Research 


The Policy and Research Division 
develops regulatory policy proposals 
and guidelines for banks, trust and 
loan companies, insurance com- 
panies and other financial institu- 
tions. It also develops certain 
accounting standards for financial 
institutions. The Division has three 
principal groups — Supervisory 
Policy (Deposit-Taking ), Supervisory 
Policy (Insurance and Pensions ), and 
Accounting Policy. The Division’s 
work involves identifying, analysing 
and resolving issues that arise both in 
the individual business sectors and 
across industries. And it entails close 
co-ordination with and participation 


on standard-setting and supervisory 
committees. 

Members of Supervisory Policy 
(Deposit-Taking ) are involved in 
developing prudential standards 
primarily for banks and trust and loan 
companies. Their activities include 
representing the Office on Bank for 
International Settlements’ (BIS) 
working groups studying risks of 
concern to supervisors of banks that 
are active internationally. In 1990-91, 
these groups continued work on the 
interpretation of the BIS capital 
accord and the supervisory treatment 
of interest rate risk. They also under- 
took a review of the risks of netting 
foreign exchange and other 
derivative contracts. 

Domestically, Supervisory Policy 
(Deposit-Taking ) staff completed 
consultations and provided rules to 
banks on the asset risk weightings of 
federal and provincial public sector 
entities for capital adequacy pur- 
poses and on large credit exposure 
limits. In addition, the Office re- 
leased a new manual of guidelines for 
banks, a “best practices” paper for 
securities lending and a discussion 
paper on the prudent person 
approach to supervision. Consul- 
tations with interested parties 
continued on the regulatory frame- 
work for banks’ participation in asset 
securitization transactions and on 
capital adequacy guidelines to take 
account of new interpretations and 
innovative capital proposals. 

Supervisory Policy (Insurance and 
Pensions ) worked closely with the 
Insurance and Pensions Sector to 
develop investment rules and 
requirements for pension plans 
under a prudent portfolio approach 
and to determine steps to be taken 
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by property and casualty insurance 
companies in carrying on financial 
guarantee insurance. The group also 
developed proposals for self-dealing 
rules for reinsurance arrangements 
and worked on policy issues related 
to revisions in insurance legislation. 
An Asset Analysis group reports to 
the Manager, Supervisory Policy 
(Insurance and Pensions ). This 
group ensures that the investments 
and loans of federally regulated trust 
and loan companies, insurance 
companies and pension plans comply 
with legislation, regulations and 
policies. 

Accounting Policy staff research 
and develop policy on accounting 
issues that affect financial institu- 
tions. During 1990-91 the work 
included developing accounting 
guidance for NHA-insured mortgage- 
backed securities, sales of assets with 
recourse, the treatment of real estate 
acquisition, development and con- 
struction financings and non-per- 
forming loans. Members of the 
Accounting Policy group participated 
in the work of the Canadian Institute 
of Chartered Accountants (CICA) 
Financial Institutions Task Force and 
related study groups on liquidity and 
solvency and on accounting for loans 
and credit losses. 


Rulings Division 


The main role of the Rulings Division 
is to provide interpretations, rulings 
and opinions to the Office’s oper- 
ating sectors and to financial insti- 
tutions concerning the legislation 
and regulations governing federally 
regulated financial institutions. The 
Division is working to revise all rules 
used in the past to ensure a greater 
degree of consistency Office-wide. 
This review will help the Office in 
preparing to administer new financial 
institution legislation where a more 
uniform approach to regulating the 
different sectors of the financial 
industry is proposed. 

Rulings Division also deals with 
particular corporate governance 
requests. For example, it processes 
the incorporation of foreign bank 
subsidiaries, the change of ownership 
of certain financial institutions, the 
acquisition of new financial busi- 
nesses by foreign investors, and 
some corporate restructuring. 

Given their experience with 
existing legislation, officers in the 
Rulings Division provide useful 
information and advice to the 
Legislative Planning Division in its 
work on new legislation and 
regulations. 

The Division is also involved in a 
number of special projects, such as 
the development of a regulatory 
framework for the securities clearing 
and settlement system in Canada. 
The Division takes an active role in 
the Canadian Working Committee of 
the Group of Thirty and is respon- 
sible for developing regulatory 
arrangements with the Canadian 
Depository for Securities Limited. 
The Division provides technical and 
general policy advice to the Depart- 
ment of Finance on such issues as the 
GATT and the North American Free 
Trade Agreement negotiations. 
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Legislative Planning 
Division 


The Legislative Planning Division is 
responsible for the Office’s activities 
that relate to proposed legislation 
and regulations affecting federally 
regulated financial institutions. 
During 1990-91, considerable pro- 
gress was made with the Govern- 
ment tabling in Parliament new 
legislation for trust and loan com- 
panies, banks, and insurance 
companies. 

The Division is responsible for 
developing many of the regulations 
required by the new legislation. We 
have released discussion drafts of 
regulations and policy papers on 
capital adequacy, regulatory capital, 
total assets, securities dealings, 
commercial loan definitions and 
activities of financial leasing cor- 
porations. Work continues on various 
other regulations that will be made 
pursuant to the new legislation. 

Legislative Planning Division 
prepares and amends regulations 
made pursuant to existing federal 
statutes administered by the Office. 
Each year the Division submits 
regulations to be included in the 
Annual Federal Regulatory Plan. 
During 1990-91, Pension Benefits 
Standards Regulations were pro- 
mulgated. The Investment Valuation 
(Canada Companies ) Regulation and 
amendments to the Regulation deal- 
ing with the Protection of Securities 
concerning the use of depositories 
for securities were published in The 
Canada Gazette for comment. 

The proposed legislation will 
cause the Office to modify some of 
its supervisory procedures. 
Legislative Planning Division is 
involved in developing changes in 
procedures that will permit the 
Office to administer the new 
legislation effectively. 


Policy Support 


The Policy Support Division 
represents the Regulatory Policy 
Sector in Toronto. It assists in co- 
ordinating regulatory policy activity 
in the Toronto office by ensuring 
that policy issues that originate there 
are referred to appropriate staff in 
Ottawa. The Division is also the 
policy contact in Toronto for the 
operating sectors and for the general 
public. 

Policy Support maintains regular 
contact with industry representatives 
and associations, such as the Can- 
adian Bankers Association and the 
Canadian Life and Health Insurance 
Association and with other regula- 
tors, primarily the Ontario Securities 
Commission, the Toronto Stock 
Exchange and the Investment 
Dealers Association. Division staff 
also participate regularly on the 
Office’s Auditors’ Advisory Com- 
mittees, thus maintaining relation- 
ships with the accounting profession. 
Division staff represent the Office on 
the Bank for International Settle- 
ments’ committee dealing with 
position risk in traded equities. 

Policy Support assists in research 
projects that have policy implica- 
tions. The primary focus of the 
Division’s activities continues to be 
on securities related issues; this will 
continue in the coming year. 


Institutional Information 
Reporting 


This unit is responsible for assisting 
operational areas of the Office in 
ensuring that the information 
collected from supervised insti- 
tutions meets the supervisory needs 
of the Office and the needs of those 
agencies with whom information is 
shared. The unit helps in deter- 
mining the nature, form and timing 
of regulatory reporting requirements 
and works to ensure that the require- 
ments do not place undue burdens 
on supervised institutions and pen- 
sion plans. 

During the past year, Institutional 
Information Reporting, in conjunc- 
tion with other member agencies of 
the Financial Institutions Supervisory 
Committee, has developed proposals 
for regulatory and statistical report- 
ing for banks, trust and loan com- 
panies, life insurance companies, 
fraternal benefit societies and co- 
operative credit societies. These 
proposals are being discussed with 
industry representatives with a view 
to implementation beginning in 
1992. Major features of the new 
reporting system will include a 
higher degree of consistency both in 
content and frequency among in- 
dustries and increased use of elec- 
tronic filing methods. 


Program Review 


The Program Review Division is 
responsible for program evaluation, 
internal audit and quality assurance 
in the Office. The purpose of the 
work is to provide the Superinten- 
dent with an assessment of whether 
objectives are being met and 
whether management controls are 
working well. 

During the past year, the Division 
supervised the completion of internal 
audits on five units of the Office. In 
addition, a long-term audit plan and 
annual report were approved by the 
Superintendent. Research into 
developing a program evaluation 
framework is well under way with 
work on the first phase to be com- 
pleted by the end of 1991. The 
Division is also working on estab- 
lishing an evaluation and audit 
tracking system which will report on 
the implementation of evaluation and 
audit recommendations. 
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Planning and Professional 
Development 


The Planning and Professional 
Development Division provides staff 
training and development services, 
co-ordinates the Office’s planning 
process, and carries out various 
studies and special projects. The 
training and development services 
are designed primarily for examiners, 
analysts and policy officers. They 
include organizing and conducting 
events such as the Office’s annual 
conference, technical seminars, 
policy briefings, industry overviews 
and orientation programs. The 
Division also conducts workshops on 
interviewing, presentation and 
writing skills. 

In the last year, Planning and 
Professional Development organized 
a number of technical seminars and 
briefings on such topics as directions 
of compliance, rulings and reinsur- 
ance. Industry overviews of property 
and casualty insurance and of pen- 
sions were held last fall. The Office’s 
orientation program was developed 
and sessions were held in Toronto 
and Ottawa for 50 staff. And during 
the year, courses on presentation 
skills and on writing skills were each 
given to more than 90 employees. In 
association with the Montreal 
Exchange, the Division sponsored 
courses on derivative products in 
May and June for 90 staff in Toronto 
and Ottawa. Policy Sector staff 
helped conduct a preliminary series 


of seminars on the proposed financial 


legislation in May and June, and the 


Division is planning more in-depth 
training for next winter to address 
the Office’s revised procedures for 
administering new legislation. 

Planning and Professional 
Development also develops policies 
on training and professional devel- 
opment for Office staff, informs staff 
of outside courses, conferences and 
seminars, and tracks attendance at 
external training and development 
activities. 

The Division is also responsible for 
refining the strategic and business 
planning processes and systems used 
by the Office. Since the Office is a 
government department, its planning 
must support the requirements of 
central agencies such as the Treasury 
Board and the Public Service 
Commission. 
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Deposit-Taking 
Institutions Sector 


The Deposit-Taking Institutions Sector 
is headed by Donald M. Macpherson, 
Deputy Superintendent. With staff in 
Toronto, Montreal, Vancouver, 
Winnipeg and Ottawa, the Sector is 
responsible for supervising federally 
incorporated banks, trust, loan and 
investment companies and co- 
operative credit associations. Its 
work is concentrated on monitoring 
the solvency of these institutions and 
on determining their compliance 
with federal legislation and 
regulations. In a similar manner, the 
Sector carries out reviews of certain 
provincially chartered institutions 
through federal-provincial 
agreements or as an agent of the 
Canada Deposit Insurance 
Corporation. 

Since its inception, the Office has 
continued to strengthen the Deposit- 
Taking Institutions Sector outside 


Deposit-Taking Institutions Sector 


Ottawa. In 1990 there were 19 staff 
members in Ottawa and 67 in the 
regional offices. At the end of June 
1991, Deposit-Taking Institutions 
Sector had 21 staff members in 
Ottawa and 72 in the regions — 

46 in Toronto, 12 in Montreal, 8 in 
Vancouver, and 6 in Winnipeg. Re- 
gional offices, reporting through the 
Director General, Examinations, in 
Toronto, conduct the examination of 
insurance companies and pension 
plans in addition to deposit-taking 
institutions. 

With the increased number of staff, 
improved monitoring techniques, 
and the organization of the Sector in 
regional offices, our examiners are 


close to the institutions we supervise. 


This allows examiners to be aware of 
regional economic conditions across 
the country. 


Registrations and 
Investigations 


In Ottawa, the Registrations and 
Investigations Division, with a staff of 
11, is responsible for dealing with 
the corporate governance aspects of 
administering the Acts and regula- 
tions. These activities include pro- 
cessing requests for incorporation or 
amalgamation of companies and 
making recommendations regarding 
the licensing of institutions. The 
Division’s central activity is over- 
seeing institutions that require close 
supervision. The Division also investi- 
gates contraventions of legislation 
and develops supervisory investiga- 
tive practices. Where necessary, the 
Division implements those sections 
of the legislation dealing with 
exercise of supervisory sanctions. 
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Financial Analysis Examinations 


institutions, a critical risk is the 
deterioration of asset quality. In 
examining this risk in deposit-taking 
institutions, the Office engages the 
services of credit consultants who 
are senior credit officers retired from 
major financial institutions. These 
individuals bring sound knowledge 
to the examination of this vital area. 

Examinations culminate in a 
review of the findings with the 
companies’ most senior officers. At 
these meetings, key matters are 
identified, and required corrective 
action and follow-up monitoring are 
discussed. 


Also in Ottawa, the eight employees 
in the Financial Analysis Division 
support the examination process by 
analysing data reported by supervised 
companies and by monitoring trends 
in key indicators of institutions’ 
performance. For example, these 
analyses focus on the profitability of 
the industry, trends in non-perform- 
ing assets, provisions for losses, levels 
and composition of capital, and activ- 
ities in derivative financial products. 
The role of this Division is also to 
analyse trends in sectoral and geo- 
graphic business activity so as to 
provide examiners and the Office 
with early warning of potential 
problem areas. 


Applying the principles, policies and 
criteria established in the Examina- 
tions Framework, examiners in the 
Montreal, Toronto, Winnipeg and 
Vancouver offices carry out the 
planning, monitoring, on-site, and 
reporting phases of examinations. 
Monitoring is carried out through 
the analysis of financial and other 
information to identify the areas of 
major risk exposure in each 
institution. This serves to focus the 
on-site examination work. In all 


Examinations, Deposit-Taking Institutions 


Director 
General, 
ai Examinations 
Specialist Support ee: 
As part of the Toronto examination 
group, the Specialist Support 
Division, working from Toronto and 
Ottawa with a staff nine, is respon- Director, Director, Des pices 
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Supervising Deposit- 
Taking Institutions 


The Deposit-Taking Institutions 
Sector supervises and regulates all 
federally incorporated or registered 
banks, trust, loan and investment 
companies and co-operative credit 
associations. Examinations and 
reviews are conducted in each 
institution and there is ongoing 
monitoring. 

Canadian chartered banks include 
10 domestic banks and 57 subsidi- 
aries of foreign banks. Foreign banks 
also operate 51 representative offices 
in Canada. These offices are not per- 
mitted to carry on banking activity 
but are designed to promote the 
overseas services of the foreign banks 
they represent. 

In addition to banks, the Sector 
supervises and regulates 30 loan 
companies, 37 trust companies, 18 
investment companies and 7 co- 
operative credit associations 
operating under federal statutes. 
Through federal-provincial ar- 
rangements or as an agent of the 
Canada Deposit Insurance Cor- 
poration (CDIC), the Sector also 
carries out reviews of certain pro- 
vincially chartered trust and loan 
companies. Some 43 institutions are 
subject to Office supervision by 
virtue of these relationships. 

The supervisory activities of the 
Office are conducted on a cost- 
recovery basis. Deposit-taking 
institutions in total were assessed 
$12.9 million for 1990-91. Those 
domestic banks that meet established 
criteria regarding ownership and are 
classified as Schedule I Banks shared 


$5.4 million of these costs. Schedule 
II Banks, which include foreign bank 
subsidiaries and one closely held 
domestic bank, were assessed $1.7 
million. Trust and loan companies, 
co-operative credit associations, and 
investment companies carried $5.4 
million, $0.4 million, and $0.08 
million of costs respectively. In 
addition, CDIC was assessed $0.5 
million for work performed by the 
Office in an agency capacity. 

With respect to the financial 
performance of deposit-taking 
institutions during 1990, deterior- 
ating economic conditions and a 
general decline in real estate prices 
across North America during the year 
adversely affected asset quality and 
profitability. Earnings declined due 
to a higher incidence of non-per- 
forming loans requiring increased 
provisions for loan losses. 


Domestic Banks 


The eight staff members in the 
Schedule I Banks group in Toronto 
and additional staff in other regional 
offices are responsible for examining 
and monitoring domestic chartered 
banks. 

For the year ended 31 October 
1990, the six major domestic banks 
reported aggregate net income of 
$3.6 billion, an increase of 89 per 
cent over 1989. The improvement 
was entirely the result of the fact that 
no significant provisions for loan 
losses were required against loans to 
lesser developed countries. Return 
on assets was 0.71 per cent and 
return on common equity was 15.0 
per cent, up from 0.41 per cent and 
8.1 per cent respectively in 1989. 

The major banks, with assets of 
$518 billion at 31 October 1990, 
accounted for 99 per cent of domes- 
tic bank assets and 89 per cent of 
total chartered bank assets. 
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Domestic Banks 


If 1989 provisions for losses on 
loans to less developed countries 
were excluded from year-over-year 
comparisons, 1990 net income 
would have shown a decline of about 
18 per cent. The major adverse 


factors in financial performance in 
1990 were as follows: 


e Asset quality deteriorated as a 
result of the general economic 
decline in North America. At 31 
October 1990, non-performing loans 
net of allowance for credit losses 
totalled $6.5 billion and represented 
1.76 per cent of total loans. This 
compares to non-performing loans of 
$3.6 billion or 1.05 per cent of loans 
at the end of fiscal 1989. 
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® Net interest margins came under 
pressure in 1990, decreasing from 
3.14 per cent of assets in 1989 to 
2.89 per cent in 1990. Because the 
banks are liability-sensitive over the 
short term, rising interest rates 
during 1990 increased funding costs 
more rapidly than interest revenue, 
thereby reducing margins. In 
addition, lower interest receipts on 
loans to less developed countries and 
a higher level of non-accrual loans 
reduced margins. In the first half of 
1991, declining interest rates helped 
enhance margins. 

® Non-interest expenses rose at a 
faster pace than revenues: 10 per 
cent compared to 2 per cent. 
Expenses rose as a result of invest- 
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Total Capital Funds 
Major Banks 
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ments in technology, modernization 
and expansion of branches, higher 
capital and business taxes, and higher 
salary costs. 

® The weak equity markets during 
1990 resulted in poor results for the 
banks’ investment dealer subsidiaries. 

Despite the difficult economic 
environment, continuous progress 
has been made in reducing exposure 
to less developed countries and 
improving capital adequacy. 

Loans to less developed countries 
are no longer a material burden to 
the major banks. Since 1987, the 
banks have reduced their net expo- 
sure through reservations, sales and 
restructuring agreements. At 31 
October 1990, aggregate net 
exposure represented 20 per cent of 
common equity, down from 26 per 
cent in 1989 and 134 per cent in 
1980. 

During the past 10 years, the 
capital adequacy of the major banks, 
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expressed as a percentage of assets, 
has improved considerably. Capital 
funds for the major banks grew from 
$13.6 billion in 1981 to $38.6 billion 
by the end of 1990, for an average 
annual growth rate of 11.4 per cent. 
This compares to a growth rate for 
assets of 5.3 per cent. Twenty-three 
per cent of total capital growth was 
internally generated, an impressive 
portion, in light of the fact that $31 
billion in loan losses was expensed in 
the 10-year period with an after-tax 
cost of approximately $17 billion. 
Since 1988, capital adequacy has 
been determined in accordance with 
the Canadian application of the Bank 
for International Settlements (BIS ) 
framework. For 1990, all the major 
banks exceeded the current require- 
ment of a minimum capital ratio of 
7.25 per cent of risk-adjusted assets. 
By 1992, banks will be required to 
maintain a ratio of at least 8 per cent. 
At 30 April 1991 all the major banks 
had already exceeded that level, 
attaining an average ratio of 8.3 per 
cent. 

In the first half of 1991, the six 
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major domestic banks continued to 
be adversely affected by the reces- 
sionary environment. Aggregate net 
income for the first half of 1991 was 
$1.8 billion, down 8 per cent from 
the same period in 1990. Provisions 
for loan losses were 72 per cent 
higher than for the same period in 
1990. Non-performing loans net of 
allowances for credit losses stood at 
$8.8 billion at 30 April 1991 and 
represented 2.3 per cent of loans. 


Foreign Bank Subsidiaries 


The 10 staff members in the 
Schedule II Banks group in Toronto 
and additional staff in the other 
regional offices are responsible for 
examining and monitoring foreign 
bank subsidiaries. 

At 31 October 1990, there were 
56 foreign bank subsidiaries 
operating in Canada. In the first half 
of 1991, ahother commenced 
operations — Sottomayor Bank 
Canada, a subsidiary of a Portuguese 
bank. The aggregate assets of foreign 
bank subsidiaries totalled $57.8 
billion at 31 October 1990, a 6.1 per 
cent increase from 1989. 
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The earnings of foreign bank 
subsidiaries were more adversely 
affected by a deterioration in asset 
quality than the major domestic 
banks. Their net income for 1990 
was $172 million, virtually un- 
changed from 1989. However, if the 
two foreign bank subsidiaries that 
ceased operations during 1990 were 
excluded from year-over-year com- 
parisons, earnings declined by about 
30 per cent. The major factor in the 
decline in earnings was a substantial 
increase in provision for loan losses 
in the latter half of the year. Return 
on assets was 0.32 per cent 
compared to 0.34 per cent in 1989. 
There was great divergence in the 
1990 results of the individual 
organizations, and nine foreign bank 
subsidiaries reported losses. 

The profitability of foreign bank 
subsidiaries remained under pressure 
in the first half of 1991. The net 
income of those banks was down 45 
per cent from the same period in 
1990 with return on assets at 0.26 
per cent compared to 0.55 per cent. 
Mounting provisions for loan losses 
continued to be the major factor in 
the decline. 


Bank of Credit and 
Commerce Canada 


On 5 July 1991, the Superintendent 
took control of the assets of Bank of 
Credit and Commerce Canada 
(BCCC) in response to regulatory 
action taken on Bank of Credit and 
Commerce International S.A. in the 
United Kingdom, Luxembourg and 
the Cayman Islands. On 25 July 1991 
the Minister directed the Super- 
intendent to take control of BCCC 
pursuant to section 279 of the Bank 
Act. On 12 August 1991, a court 
order was sought to name a pro- 
visional liquidator for BCCC, and a 
hearing for winding up the company 
was held on 6 September 1991. The 
court granted a final winding-up 
order and appointed a permanent 
liquidator on 23 September 1991. 


Trust and Loan Companies 


The Trust, Loan and Investment 
Companies group, with 16 staff 
members in Toronto and more staff 
in other regional offices, conducts 
examinations and reviews in each 
trust and loan company, and, as with 
banks, there is ongoing monitoring. 
Of the 66 federally supervised trust 
and loan companies operating at the 
end of 1990, 8 trust and 4 loan com- 
panies were not taking deposits. 
There are now 29 federally incor- 
porated loan companies. However, 
11 are wholly-owned mortgage 
subsidiaries of chartered banks and 
are not included in this analysis since 
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their results form part of the consoli- 
dated bank results. 

At 31 December 1990, aggregate 
loan companies’ assets amounted to 
$34.1 billion, an increase of 7.2 per 
cent from 1989. Aggregate net 
income was $194.3 million, up 11.1 
per cent from 1989. 

At 31 December 1990 trust 
company assets totalled $57.2 billion, 
up 10.9 per cent from 1989. Net 
income for 1990 totalled $57.8 
million, down 80.1 per cent from 
1989. If Standard Trust (discussed 
later) is excluded from the results, 
net income declined 39.6 per cent. 
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The decrease was primarily the result 
of an increase in provisions for loan 
losses. Although most trust 
companies experienced a decline in 
earnings, there were only five 
companies that reported a loss for 
the year. 

At 31 December 1990, three 
groups of related trust and loan 
companies (three trust and two loan 
companies ) accounted for 72 per 
cent of the total assets of federally 
supervised trust and loan companies. 


Standard Trust and 
Standard Loan 


In April 1991, the Minister of 
Finance directed the Superintendent 
to take control of Standard Trust 
Company and its wholly-owned 
subsidiary, Standard Loan Company, 
with combined assets of $1.4 billion. 
Shortly thereafter, a court order was 
sought and obtained to wind up the 
company. 

Standard experienced extreme 
financial difficulties resulting from: 
® inadequate controls and reporting 
procedures on real estate lending; 
® significant exposure to interim 
construction loans in general and to 
one failed developer in particular; and 
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e the effect of the recessionary 
environment on real estate values 
and the ability of borrowers to 
service their debts. 

The company’s difficulties were 
well publicized, and its deposit base 
eroded at an accelerating pace. 
Despite changes in top management 
and further investment from the 
shareholder, the company’s losses 
could not be contained. The Office 
made use of powers available to it to 
restrict the company’s operations in 
order to preserve the quality of 
remaining assets while a new owner 
was sought. Unfortunately, a new 
owner for the corporate entity could 
not be found, and the decision was 
taken to wind up the company. 


Co-operative Credit 
Associations 


The Trust, Loan and Investment 
Companies group in Toronto and 
other regional offices also supervise 
co-operative credit associations. 

At the end of December 1990, 
there were seven co-operative credit 
associations that had been granted 
certificates under the Co-operative 
Credit Associations Act. These were 
the federally incorporated Canadian 
Co-operative Credit Society Limited 
(CCCS) and six of the eight provin- 
cial credit union centrals that are 
members of CCCS. 

The examinations of the co-op- 
erative credit associations are carried 
out under the terms of the Co-oper- 
ative Credit Associations Act and are 
similar to those of other deposit- 
taking institutions. 


Ae 


i 


Investment Companies 


Investment companies are also 
supervised by the Trust, Loan and 
Investment Companies group. The 
Office deals with the registrations 
under the Investment Companies Act 
and carries out examinations of 
registered companies. The 
examinations are similar to those 
conducted in other institutions. 

Investment companies raise money 
on debt instruments and use the 
proceeds to make loans, purchase 
bonds, debentures, and shares, or 
invest in real property for income or 
resale. 

These companies are incorporated 
under the Canada Business Corpor- 
ations Act, but, in addition, they may 
seek, or be required, to be registered 
under the Investment Companies 
Act. 

There were 20 investment com- 
panies registered under that Act at 
the end of March 1991 compared to 
17 a year earlier. 

Total assets of investment com- 
panies registered at 31 March 1991 
were $36.2 billion compared to 
$28.4 a year earlier. 


Updates 


Money Laundering 


Misuse of the financial services 
industry by money launderers con- 
tinues to be a serious threat. The 
Office’s publication, Best Practices 
for Deterring and Detecting Money 
Laundering, summarizes the char- 
acteristics of transactions that are 
symptomatic of money laundering 
activities and the practices that can 
be followed to detect and prevent 
those transactions. Since January 
1990, an examination of money 
laundering detection procedures has 
been part of each of the Office’s 
yearly examinations of financial insti- 
tutions. The work entails a compli- 
ance check of all institutions exam- 
ined to ascertain whether adequate 
procedures to detect and deter 
money laundering are in place and 
are being adhered to. 

On 21 June 1991, “An Act to 
facilitate combating the laundering of 
proceeds of crime” received Royal 
Assent. The purpose of the legislation 
is to ensure that adequate records 
are maintained to assist law 
enforcement authorities in their 
money laundering investigations. 


Communications with 
Provincial Regulators 


The trust and loan industry in Canada 
is subject to both federal and pro- 
vincial regulation. Efforts have con- 
tinued to improve co-ordination and 
establish clear lines of communica- 
tion between the Office and its pro- 
vincial counterparts so that public 
protection is enhanced and regu- 


latory demands on the industry are 
not duplicated. Frequent meetings 
have been held with provincial 
regulators to discuss matters of 
mutual concern, and substantial 
progress has been achieved in stan- 
dardizing reporting formats and 
timing examinations. In the spring of 
1990, the Office, together with the 
Ontario Ministry of Financial Insti- 
tutions and the Canada Deposit 
Insurance Corporation, participated 
in a task force to study the effects of 
a decline in real estate values in 
southwestern Ontario on the trust 
and loan industry. With the devel- 
opment of financial services con- 
glomerates, which include units 
created under several incorporating 
jurisdictions, we expect that the 
process of regulatory co-ordination 
will intensify. 


Insurance and Pensions Sector 
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Insurance 
and Pensions 
Sector 


The Insurance and Pensions Sector is 
headed by Robert M. Hammond, 
Deputy Superintendent. The Sector 
has four major divisions — Pension 
Benefits, Actuarial Services, Life 
Insurance, and Property and Casualty 
Insurance. This structure takes into 
account the specialized nature of 
pension plan supervision, the work 
required to provide actuarial advice 
and services to government, and the 
significant differences that exist 
between the segments of the 
insurance industry. 

The Insurance and Pensions Sector 
has staff in Ottawa and Toronto and 
also uses the services of examiners 
located in regional offices in 
Montreal, Winnipeg and Vancouver. 

The insurance industry was 
assessed a total of $20.3 million for 
1990-91. Of this amount, $6.3 million 
related to recovery of administrative 
costs incurred by the liquidator in 
1990-91 in winding up eight prop- 
erty and casualty insurers that had 
failed in previous years. 
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Supervising Pension 
Plans and Providing 
Pension Advice 


The Office supervises almost 1,100 
pension plans; most are sponsored by 
employers. These plans cover em- 
ployees who work in organizations 
that fall under federal jurisdiction; for 
example, banks, airlines, and inter- 
provincial and international trans- 
portation and telecommunications 
companies. Some plans cover as few 
as One person; in others, tens of 
thousands of employees are involved. 

During 1990-91 the Office con- 
ducted 60 on-site examinations of 
pension plans; 60 more are planned 
for 1991-92" 

The Office also provides advice to 
Revenue Canada, Taxation and to 
Indian and Northern Affairs Canada 
on matters related to employer- 
sponsored pension plans. 
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Pension Benefits Division 
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The Pension Benefits 
Division 


The Pension Benefits Division has 
two sections, Pension Advice and 
Pension Benefits Standards Act. The 
Division is headed by a Director 
General, and both sections have 
Directors in charge. 


Administering the Pension 
Benefits Standards Act, 1985 


The Pension Benefits Standards Act, 
1985 (PBSA, 1985) applies to 
employer-sponsored pension plans 
that in total cover almost 600,000 
members. The total market value of 
assets of pension plans subject to the 
PBSA, 1985 was about $36.3 billion 
at the end of 1990. 

Enterprises that are generally 
subject to federal regulation include 
banks, airlines, interprovincial and 
international transportation and 
telecommunications companies, and 
certain Crown corporations. Any 
employment and related pension 
benefits of residents of Yukon and 
the Northwest Territories are gen- 
erally subject to federal regulation as 
well. Profiles of some of the charac- 
teristics of these pension plans are 
highlighted in the accompanying 
exhibits. 

By reviewing pension plan texts 
and amendments and communicating 
with the plan administrators or their 
representatives, the Office tries to 
ensure that the minimum standards 
of the legislation are being respected. 
The standards relate to areas such as 
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funding, eligibility for plan member- 
ship, vesting of benefits and locking 
in of contributions, members’ rights 
to opt for early retirement, investing 
of pension funds, and disclosure of 
information to plan members. 
Pension analysts and actuaries 
analyse periodic financial reports, 
including those from independent 
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actuaries and auditors. This is done 
to ensure that plans are adhering to 
the funding and solvency standards 
set out in the PBSA, 1985. 
Examination specialists conduct on- 
site examinations of selected PBSA 
pension plans. 

During 1990-91, the Pension 
Benefits Standards Act Section issued 
certificates of registration to 297 
pension plans that fully met the 
requirements of the Act for the first 
time. These included 168 plans that 
were registered under the former 
Pension Benefits Standards Act. 
Seventy-eight new plans were filed 
for registration with the Office; 42 
plans terminated or were 
consolidated with other plans. 

The cost of supervising and 
administering the PBSA, 1985 for 
1990-91 amounted to $2.6 million. 
Of that, $0.8 million was recov- 
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ered through fees levied on plan 
sponsors. In March 1991, the PBSA 
1985 Regulations were amended to 
provide for increased fees to be paid 
by supervised pension plans. The 
revised basis for fees will ensure the 
ongoing recovery of the Office’s 
costs of supervising and admini- 
stering the PBSA 1985. 


Distribution of Members 
in Pension Plans Subject to PBSA, 1985 
by Province of Residence 
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Providing Pension Advice 


The Pension Advice Section provides 
advice to Revenue Canada Taxation 
and to Indian and Northern Affairs 
Canada on matters relating to private 
employer-sponsored pension plans. 
Certain contributions made by 
employers to pension plans estab- 
lished for their employees may be 
deducted from the employer’s 
income on the condition that the 
amounts are certified by an actuary 
and are approved by the Minister of 
National Revenue on the advice of 
the Superintendent of Financial 
Institutions. In addition, transfers of 
amounts from defined benefit 
pension plans into defined con- 
tribution plans or equivalent ar- 
rangements may be made on a tax- 
deferred basis subject to a similar 
process of certification, advice and 
approval. 

During 1990-91 the Pension 
Advice Section received 1,816 
requests from Revenue Canada 
Taxation and gave advice to the 
Minister of National Revenue on 
1,719 requests (in 1989-90, 1,021 
and 1,114 respectively). The dollar 
value of employer contributions on 
which advice was provided totalled 
$1,625 million compared to $1,344 


Distribution of Amounts Respecting Advice Given During 
1989-90 and 1990-91 
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million in 1989-90. In 60 cases 
during 1990-91, the Pensions Advice 
Section advised Revenue Canada 
Taxation to disallow part or all of an 
amount in respect of which approval 
had been requested. These amounts 
totalled $11.3 million. 

Section staff meet regularly with 
Revenue Canada officers to discuss 
general matters regarding the advice 
program and to consult on system 
issues that affect pension plans and 
their regulatory environments. 

Since mid-1988 we have worked 
with the Indian and Northern Affairs 
Canada and with Revenue Canada to 
improve the co-ordination of reviews 
of private pension plans sponsored 
by Indian Bands and funded by 
Indian and Northern Affairs as part of 
its Indian Pension Plan Funding 
(IPPF) program. 

Our procedures are designed to 
ensure that these pension plans com- 
ply with all applicable legislation and 
other government requirements 
before they begin to receive program 
funding. During 1990-91 we com- 
pleted 188 reviews of plans sub- 
mitted under the IPPF and approved 
127 of them for funding. The cor- 
responding figures for 1989-90 were 
127 and 25 respectively. 


Regulating Insurance 
Companies 


Property and Casualty 
Insurance Division 


Of the more than 350 property and 
casualty insurance companies oper- 
ating in Canada, 259 are federally 
registered and supervised; 107 are 
incorporated in Canada, and 152 are 
non-Canadian companies operating 
in Canada on a branch basis. 

The Property and Casualty Insur- 


ance Division is responsible for 
supervising and regulating all 
federally registered companies. It is 
also responsible for examining 
Manitoba-based provincially reg- 
istered companies and some insur- 
ance pools, such as the Canadian 
Industrial Risks Insurers and the 
Canadian Aviation Insurance Group. 
The Division is headed by a Director 
General; its organization is shown in 
the accompanying exhibit. 


Property and Casualty Insurance Division 


Analysis Section 


The Analysis Section is divided into 
three groups. Two Operations 
Analysis groups are responsible for 
day-to-day monitoring of all federally 
registered companies, and the Cor- 
porate Analysis group is responsible 
for evaluating the applications for 
new incorporations and registrations. 

In addition to evaluating reviewing 
applications, corporate analysts eval- 
uate all requests from companies for 
changes in capital structure, mergers 
and applications for additions and 
deletions to the classes of insurance 
that they are authorized to under- 
take. This work includes analysing 
applications and statements from the 
companies and liaising with company 
officials. In this reporting period five 
foreign branches were registered 
through the Corporate Analysis 
group. 

The ongoing monitoring of com- 
panies includes reviewing company’s 
operating results and analysing 
financial ratios derived from regularly 
obtained financial information. 
Where clarification is required, 
operations analysts communicate 
with the company and meet with 
officials to discuss matters. 
Information assembled by the 
operations analysts through the 
monitoring process is used by 
examiners in carrying out the risk 
analysis that leads to defining the 
scope of individual on-site 
examinations. 
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Examinations/Liquidations 
Section 


The Examinations/Liquidations 
Section, headed by a Director, 
Examinations/ Liquidations located 
in Toronto, is responsible for con- 
ducting on-site examinations of 
companies and for overseeing the 
winding up of companies in liquida- 
tion. Examiners in Vancouver, Win- 
nipeg and Montreal also carry out 
examinations of property and 
casualty insurance companies. The 
objective of on-site examinations is 
to assess a company’s financial posi- 
tion, its compliance with legislation, 
and its prospects for the future. 
Examiners report their findings to 
senior company officials and require 
corrective action to be taken where 
necessary. 


Actuarial Section 


The Actuarial Section evaluates the 
adequacy of regulated companies’ 
unearned premiums and unpaid 
claims liabilities. This work involves 
reviewing actuarial reports submitted 
by companies, following up on issues 
arising from this review, and liaising 
with operations analysts and exam- 
iners to obtain or relay additional 
actuarial information. 
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Property and Casualty Insurers 


Major Classes of Business - 1990 


Net Premiums Written 
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Data presented are for all companies 
under federal jurisdiction 


Property and Casualty 
Operating Results in 1990 


The 1990 operating results of 
federally registered property and 
casualty insurance companies were 
mixed. British and foreign companies 
experienced better results; Canadian 
companies reported net profits down 
some 18 per cent compared to 1989. 
The level of profits earned in 1990 
by Canadian companies represented 
a 7 per cent return on equity 
compared with 9 per cent in 1989 
and 10 per cent in 1988. 

Results improved substantially in 
the class of automobile insurance in 
1990, reversing the trend of worsen- 
ing results in that class in recent 
years. The introduction of no-fault 
insurance in Ontario seems to have 
had a positive impact on the results 
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for that class overall. In the class of 
property insurance, however, results 
generally deteriorated substantially, 
strong price competition appearing 
to be the main reason. 

As measured by expressing regu- 
latory capital as a percentage of 
liabilities and required reserves, 
solvency levels for Canadian com- 
panies declined again in 1990 as a 
result of the fall in profits. Capital 
and surplus stood at approximately 
28 per cent of liabilities and required 
reserves at year end, compared to 30 
per cent at the end of 1989. 

Availability of insurance did not 
seem to be a problem during the 
year, even though several companies 
withdrew from or reduced their 
exposure to the automobile 
insurance markets in Alberta and 
Ontario. An increase in mergers and 
acquisitions continued in 1990. 


Regulatory Capital 
Total Canadian Companies 


$ billions 
20 


1986 1987 1988 1989 1990 


Regulatory [9M] Reserves [G97 Liabilities 


Capital 


= Regulatory Capital as a percentage 
of Liabilities and Reserves 


Disk Filing 


The Office has been working with 
the Canadian Council of Insurance 
Regulators in developing standards 
for electronic or disk filing of 
statements. These standards, review- 
ed by the Insurance Bureau of 
Canada, the Reinsurance Research 
Council, and the Canadian Insurance 
Accountants Association, were 
finalized and sent to the industry in 
June 1991. Consideration is being 
given to requiring disk filing in 1992. 

Our experience with the disk 
program to date has been encour- 
aging. The error rate in the presen- 
tation of material has decreased, and 
the process is beginning to make it a 
good deal easier to use this informa- 
tion in our analytical data bases. Over 
100 federally registered property and 
casualty companies successfully 
supplemented their hard copy 1990 
statements with disks. 


Filing Actuarial Reports 


A requirement for the filing of 
actuarial reports on the adequacy of 
the regulated companies’ claims- 
related liabilities was implemented 
four years ago. The industry and 
regulators continue to develop and 
refine appropriate formats and 
procedures. With a view to im- 
proving claims statistics and data 
bases, regulators in Canada are 
introducing new claims exhibits to 
supplement the rather limited data 
contained in the current financial 
statement form. 


The Life Insurance 
Division 


Life Insurance Division personnel 
have certain responsibilities with 
respect to life insurance companies 
and fraternal benefit societies that 
begin even before an institution is 
granted a certificate of registry. 
Monitoring and supervisory respon- 
sibilities continue as long as a com- 
pany continues to be registered. To 
accomplish this supervisory work, 
the Life Division is organized along 
functional lines, as illustrated in the 
accompanying organization chart. 


Life Insurance Division 
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Corporate Analysis Section 


No federally incorporated company 
or non-resident company may trans- 
act the business of insurance in Can- 
ada unless it holds a certificate of 
registry from the Minister of Finance. 
Applications for federal incorpor- 
ation and registration are reviewed 
by analysts in the Corporate Analysis 
Section. Based on their assessment of 
the adequacy of capital, business 
plans and earnings projections 
submitted by the applicant, staff 
make recommendations regarding an 
application. Similar considerations 
apply when the Section reviews 
proposals for amalgamations or 
transfers of business. The Corporate 
Analysis Section is also responsible 
for reviewing requests concerning 
subsidiary investments, charter 
amendments, certificate amendments 
and certificate withdrawals. 


Operations Analysis Section 


Once a company has been granted a 
certificate of registry, it must comply 
with the provisions of the legislation 
that governs it. The Insurance Acts 
require companies to file annual 
financial statements and other sup- 
porting material. Analysts in the 
Operations Analysis Section carry out 
the preliminary review of these fil- 
ings. They apply early-warning tests 
to the data submitted and perform 
trend analyses to identify early on any 
companies that may be heading for 
financial difficulties. These analysts 
are also responsible for making 
recommendations each year con- 
cerning the renewal of certificates 

of registry. 

The ongoing monitoring of the 
companies’ financial position is part 
of the analysts’ work as well, and they 
discuss any matter of concern with 
company officials. When a company 
gives signs of serious financial prob- 
lems, the analysts monitor operations 
very closely and may recommend 
that the scope of operations be 
limited or that a company’s certifi- 
cate be withdrawn. The analysts also 
provide examiners with monitoring 
information for use in establishing 
the scope of their examination. 


Examination Section 


A critical part of the supervisory 
process is the on-site examination of 
companies. This work is carried out 
periodically at the headquarters of 
each company usually once every 
two years, or more frequently if 
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necessary. This function is the 
primary responsibility of the Life 
Division’s Examination Section 
whose staff is located in our Toronto 
office. Some of the examinations are 
conducted by personnel from our 
other regional offices in Montreal, 
Winnipeg and Vancouver. 

Examiners visit the head office of 
the company and review its financial 
and self-governance documentation 
and internal and external audit 
reports. They interview senior 
executives to verify the company’s 
financial condition, determine 
compliance with federal insurance 
legislation, make judgements about 
management and business plans, and 
assess the company’s financial pros- 
pects. The examiners report their 
findings to senior company officials 
and require corrective action where 
necessary. 


Actuarial Section 


Because they provide protection in 
the form of life insurance, health 
insurance and annuity products, life 
insurance companies and fraternal 
benefit societies must deal with 
significant risks arising out of their 
liabilities. Insurance legislation 
requires each company to appoint a 
valuation actuary to report on the 
adequacy of the liabilities established 
by the company. The valuation 
actuary must choose the assumptions 


to be used in discounting the future 
payments that the company will be 
called upon to make and thus 
determine the level of reserves the 
company must carry to cover those 
future liabilities. 

Each year the actuary submits a 
report to the Superintendent setting 
out the results of the actuarial re- 
serve calculation and providing the 
rationale for the assumptions under- 
lying the calculation. The Life Divi- 
sion’s Actuarial Section reviews these 
annual reports and discusses findings 
with the company’s valuation actuary. 
Our actuaries also participate in on- 
site examinations to gain further 
information to support the material 
contained in the valuation actuary’s 
report. On these occasions, the 
actuaries and company Officials dis- 
cuss the background to the valuation 
assumptions and review the calcu- 
lations performed in establishing the 
liabilities. 


Securities Analysis and 
Administration Section 


All British and foreign insurance 
companies that operate in Canada on 
a branch basis are required to main- 
tain sufficient assets in Canada under 
the Superintendent’s control to cover 
their statutory liabilities. This is done 
by the companies vesting assets in 
trust with independent trustees. 

The Securities Analysis and Admin- 
istration Section monitors and en- 
sures the adequacy of the level of 
assets vested by both life companies 
and property and casualty companies, 
thus protecting the interests of Can- 
adian policyholders in the event that 
a company becomes insolvent. 


Life Insurers 
Lines of Business - 1990 


Net Premiums Written in Canada by 
Federally Registered Companies 
(in billions of dollars) 


Individual Life 


Individual Annuity: $6.7 
31.6 Insurance: $4.7 


Group Life ~ 
Insurance: $1.5 
7.3% 


Group 
Annuity: $4.0 
19.2% 


Accident and 
Sickness: $4.2 
19.8% 


Total Net Premiums Written in Canada, 1990: 
$21.1 billion 


Life Insurance Operating 
Results in 1990 


The Canadian life insurance industry 
is made up of domestic and foreign- 
owned companies incorporated in 
Canada, either federally or provin- 
cially, and Canadian branch opera- 
tions of companies incorporated 
outside Canada. All federally incor- 
porated and non-resident companies 
operating in Canada on a branch 
basis are subject to federal insurance 
legislation administered by our 
Office. In addition to being reg- 
istered federally, companies must 

be licensed in each province or 
territory where they do business. 

At the end of 1990 there were 
145 federally registered life insur- 
ance companies (55 federally 
incorporated and 90 non-resident 
companies ) and 36 fraternal benefit 
societies (16 federally incorporated 
and 20 non-resident fraternals ) 
operating in Canada. During the year, 
two new Canadian companies were 
incorporated and registered, and two 
non-resident companies were reg- 


istered. Two Canadian companies 
amalgamated their businesses, and 
one Canadian company reincorpor- 
ated under provincial law. Two non- 
resident companies and one non- 
resident fraternal benefit society 
withdrew from Canada, and one non- 
resident company terminated its life 
insurance operations in Canada. 

As in previous years, federally 
registered companies and societies 
accounted for about 95 per cent of 
the life insurance market in Canada; 
provincially incorporated companies 
represented the remaining 5 per 
cent. 

Life insurance companies offer a 
variety of products that combine two 
main components — protection 
against financial hardship resulting 
from death or illness, and accumu- 
lated savings. The three major lines 
of business are life insurance, 
annuities, and accident and sickness 
insurance. 

Life Insurance. Net premium 
income in Canada grew by 6.9 per 
cent in 1990 compared to the 
previous year, increasing from $5.8 
billion to $6.2 billion. All the growth 
in 1990 was attributable to individual 
life business that generated net 
premiums of $4.7 billion in 1990 
compared to $4.1 billion in 1989. 
Net premiums from group business 
actually decreased slightly from $1.6 
billion in 1985 to $1.5 billion in 
1990. 

Annuities. The sale of annuity 
products, primarily in the form of 
individual and group retirement 
savings plans, has been increasing 
steadily over the past 10 years. In 
1990, annuity premiums amounted 
to $10.7 billion, representing 50.8 
per cent of total net premium in- 
come in Canada. This compares to 
net premium income of $9.4 billion 
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in 1989, representing 49 per cent of 
total premium income. Individual 
annuity business grew at almost 
twice the rate of group business 
reflecting the increased emphasis 
Canadian consumers are placing on 
saving for their own future rather 
than relying on government or 
employer-funded plans. 

Accident and Sickness Insur- 
ance. The accident and sickness 
insurance coverage provided by life 
insurance companies to Canadians 
supplements government-sponsored 
health insurance plans by providing 
extended health care benefits, dis- 
ability income, dental coverage, and 
accidental death and dismember- 
ment coverage. This type of insur- 
ance is generally sold through group 
plans or mass marketing. Net 
premium income arising from 
accident and sickness business 
transacted in Canada continued to 
show consistent stable growth, 
increasing by 5 per cent from $4 
billion in 1989 to $4.2 billion in 
1990. 


Net Premium Income and 
Policy Reserves 


For the year ended 31 December 
1990, federally registered companies 
reported net premium income in 
Canada of $21.1 billion from all lines 
of business, up 9.6 per cent overall 
from 1989. Total assets in Canada 
increased by 7.4 per cent, from $111 
billion at the end of 1989 to $119 
billion at the end of 1990. In addi- 
tion to their business in Canada, the 
Canadian companies have significant 
insurance operations outside Canada. 
They reported net premium income 
outside Canada of $10.9 billion for 
1990 on a non-consolidated basis, 
and assets outside Canada of $50.4 
billion. By comparison, non-resident 
companies operating in Canada on a 
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branch basis reported net premium 
income in Canada of $4.1 billion for 
the year, and assets in Canada of 
$20.9 billion. 

Policy reserves represent the 
largest liability item on the balance 
sheet of a life insurance company. 
Policy reserves are the amounts that, 
together with the addition of future 
premiums and investment income to 
be earned, provide the funds neces- 
sary to meet future contractual 
policy obligations. At the end of 
1990, policy reserves represented 75 
per cent of the worldwide liabilities 
of federally incorporated companies 
and 67.7 per cent of their worldwide 
assets. 


Margin of Capital and Surplus 
over Liabilities 


The Office requires federally incor- 
porated life insurance companies to 
maintain a margin of capital and 
surplus over liabilities. The overall 
solvency margin (capital and surplus 
as a percentage of liabilities ) 
declined from 8.5 per cent at the end 
of 1989 to 8.2 per cent at the end of 
1990. The solvency margin main- 
tained by Canadian life insurers has 
been declining each year since 1986 
when it was 9.3 per cent. The prin- 
cipal cause of this decline has been 
the shift of the core business of life 
insurers from long-term life 
insurance products with ample 
margins in premiums to short-term 
deferred annuity business where stiff 
competition with other financial 
institutions has resulted in com- 
petitive pricing with little margin. 

Notwithstanding the reduced 
surplus margins, we are satisfied that 
the financial condition of the life 
insurance industry in Canada 
continues to be strong. 


1990-91 Life Insurance Update 


Capital Adequacy Rules 


For the past few years, our Office has 
been working with the Canadian Life 
and Health Insurance Association and 
members of the industry to establish 
minimum continuing capital and 
surplus requirements for life insur- 
ance companies operating in Canada. 
The new capital adequacy rules have 
been developed to the point where a 
number of companies, as a transi- 
tional measure, are now using the 
new test along with our existing 
guidelines. We expect to finalize the 
new rules during 1991 and be ina 
position to implement them across 
the industry in 1992. 


Industry Compensation Plan 


Early in 1990 the Canadian life and 
health insurance industry introduced 
its consumer protection plan to 
protect policyholders in the event of 
a company failure. Administered by 
the Canadian Life and Health Insur- 
ance Compensation Corporation 
(CompCorp ), the plan will pay 
claims and provide replacement 
policies to certain limits if an insurer 
goes bankrupt. 

The plan was originally introduced 
as a voluntary program, but most 
regulatory jurisdictions have since 
passed legislation requiring or 
deeming all companies transacting 
life insurance and accident and 
sickness insurance to be members. 
The remaining jurisdictions have 
indicated their intention to do the 


same. The new federal insurance 
legislation, which was tabled in the 
House of Commons in June of this 
year, requires all federally regulated 
life companies to be members. At 
present, over 140 life companies are 
members of CompCorp. This 
represents well over 95 per cent of 
the premium income in Canada. 


Accounting Rules and 
Valuation Standards for Life 
Insurance Enterprises 


Our work with the Canadian Insti- 
tute of Chartered Accountants 
(CICA) and the Canadian Institute of 
Actuaries (CIA) continues in relation 
to accounting rules and valuation 
standards to govern life insurance 
enterprises. 

One of the areas we focused on in 
1990 was the proposed new method 
of calculating actuarial reserves for 
life business, known as the policy 
premium method (PPM). In 1989, 
the Office, the industry, and the CIA 
co-operated in a special study on the 
impact of PPM on actuarial reserves. 
Based on an analysis of study results, 
we concluded that it would be 
appropriate to authorize the use of 
the policy premium method. The 
necessary authority to do so has been 
incorporated in the proposed 
legislation. 


Industry Rationalization 


In the past few years, there has been 
considerable activity within the 
industry to rationalize and streamline 
company operations in the face of 
tough economic times and increasing 
competition. During 1990, the Office 
handled 12 requests for ministerial 
approval in connection with amal- 
gamations, business transfers, and 
reinsurance of closed blocks of busi- 
ness. Eight of the requests involved 
Canadian policies; the other four 
involved policies outside Canada. 
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The Office’s Actuarial 
Services 


The Office’s Actuarial Services are 
provided by two divisions, the 
Canada Pension Plan Division and the 
Government Services Division. Each 
reports to the Chief Actuary, George 
W. Poznanski. 

One major responsibility of 
Actuarial Services is to conduct 
periodic actuarial valuations of 
various pension plans sponsored by 
the government for its employees, 
including the Canadian Forces and 
the Royal Canadian Mounted Police. 
The other main activity is to make 
projections to determine costs under 
social security programs such as the 
Canada Pension Plan and Old Age 
Security. 

The Canada Pension Plan Act and 
the Public Pensions Reporting Act 
require that the various pension 
plans be valued at least once every 
three years. Reports on these actu- 
arial valuations have to be completed 
within 18 months of the valuation 
date. 


Actuarial Services 


Canada Pension Plan 
Division 


The Canada Pension Plan Division is 
responsible for the periodic statutory 
valuations of the Canada Pension 
Plan and of the Old Age Security 
benefits. These two programs are 
administered by the Department of 
National Health and Welfare. 

During the year under review, the 
Division’s work concentrated on 
planning and developing method- 
ology for the statutory valuations of 
the Canada Pension Plan and the Old 
Age Security Program as at 31 
December 1991. In October 1990, 
the Division was represented at the 
Fifth International Seminar for Actu- 
aries in Social Security in Quebec 
City where members of the dele- 
gation gave a technical presentation 
on the methodology for the eval- 
uation and projection of costs under 
the Canadian Old Age Security, the 
Guaranteed Income Supplement, and 
Spouse’s Allowances Programs. 
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Government Services 
Division 


The Government Services Division is 
responsible for the periodic statutory 
actuarial valuations of pensions and 
insurance programs established by 
the government. The main programs 
valued by the Division include the 
Public Service Superannuation, the 
Canadian Forces Superannuation, the 
RCMP Superannuation, pensions for 
Members of Parliament and pensions 
for federally appointed Judges. In 
addition to the periodic valuations, 
the Division provides the govern- 
ment with cost estimates related to 
various proposals for amendments to 
plans. 

The Government Services Division 
has traditionally valued programs 
established by the government for 
special groups of people other than 
employees of government. These 
programs include pensions for the 
victims of the Halifax disaster in 
1917 and the voluntary life insurance 
programs for veterans who served in 
the First and Second World Wars. 

In addition to these specific 
responsibilities, the Government 
Services Division provides actuarial 
advice to the government in a 
number of areas requiring actuarial 
expertise. 


Recent Reports 


During this reporting period, Actu- 
arial Services completed actuarial 
reports as at 31 December 1989 on 
the Public Service Superannuation 
and the RCMP Superannuation. 
Tabling of these reports is expected 
soon. In addition, we completed a 
number of actuarial valuations of 
other minor pension and insurance 
programs during the 1990-91 year. 

Three important reports that were 
completed during the previous per- 
iod were tabled during the period 
covered by this report. They are the 
First Statutory Actuarial Report on 
the Old Age Security Program as at 
31 December 1988 (tabled 31 
October 1990), and the reports on 
the pensions of Parliament and 
Judges (both tabled 15 October 
1990). 


Management 
Services Sector 


The Management Services Sector 
provides common services to the 
Office. There are three Divisions in 
the Sector that report functionally to 
the Superintendent’s Senior 
Corporate Adviser, Ursula Menke. 


Management Services Sector 
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Personnel and Systems 


Personnel 


The Personnel group is responsible 
for all matters related to official 
languages, classification, staffing, 
general and management training, 
staff relations, including negotiating 
collective agreements with unionized 
staff, and pay and benefits. It also 
develops and implements programs 
related to the personnel function, 
such as employment equity, safety 
and health, and employee assistance. 
The group has staff in both Toronto 
and Ottawa. 

The Personnel group works to 
provide the support tools and 
programs required by the Office’s 


Senior Corporate 


human resource management 
framework. Important areas dealt 
with within this framework include 
performance review and employee 
appraisal, training and development, 
human resource planning, and 
accountability. 

This past year, the Office began to 
use a tailor-made performance 
review and employee appraisal 
system. This process, combined with 
an increasing emphasis on training 
and development, ensures that our 
staff are given assistance and guid- 
ance in achieving their maximum 
potential and in planning their 
careers. 

We have also implemented other 
employee programs such as an 
Employee Recognition Program. This 
program recognizes employees who 
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have made valuable suggestions and 
those who have been recommended 
by their managers for Public Service 
merit awards. As well, there is now a 
Self-Funded Leave Program in place 
to enable staff to fund periods of 
leave through a salary deferment 
plan. 


Information Systems 


The Information Systems group 
provides and supports a hardware, 
software, data and applications 
architecture that enables the Office 
to carry out its supervisory, 
regulatory and administrative 
responsibilities effectively and 
efficiently. 

With staff in Ottawa and Toronto, 
Information Systems supports the 
Office’s information technology 
requirements and initiatives by 
developing and implementing cost- 
effective systems applications and by 
operating and supporting the Office’s 
networks and file servers. The group 
assesses new hardware, software and 
EDP-related tools for potential use in 
the Office and acquires, installs and 
supports the materials selected. 

Information Systems provides 
computer-related training to staff and 
is responsible for developing and 
implementing policies, guidelines 
and procedures for acquiring, using 
and protecting information assets. 
The group also ensures effective and 
efficient collection, validation and 
processing of data throughout the 
Office. 

The Office is continuing to move 
toward electronic filing of regulatory 
and supervisory information. Volun- 
tary filing has already been intro- 
duced in the banking and property 
and casualty insurance sectors of the 


financial industry. Over 100 federally 
registered property and casualty 
insurance companies submitted their 
1990 statements on disks, and about 
30 banks are submitting selected 
financial returns electronically. 

For the property and casualty 
insurance sector, in consultation 
with industry associations and other 
regulatory agencies, the Office 
developed technical specifications 
for preparing and submitting disks. 
The specifications will help to ensure 
consistency in data transmittal and 
will provide companies with flexi- 
bility in acquiring or developing 
software for electronic filing. These 
specifications were distributed to the 
industry in June 1991. We plan to 
develop similar specifications for 
distribution to other financial 
industries regulated by the Office. 


Finance and 
Administration 


This Division, with staff in Ottawa 
and Toronto, is responsible for all 
financial and administrative services. 
With the exception of its Actuarial 
Services and Pension Advice func- 
tions which are provided for under 
appropriations, the Office works on a 
cost-recovery basis. Working with 
the appropriate operating sectors, 
the Finance and Administration 
Division is responsible for developing 
and administering systems that 
permit the allocation of regular 
Office expenses to the major 
industries and for determining the 
assessments that are levied against 
the regulated financial institutions. 
At present, costs incurred during a 
fiscal year are recovered during the 
following fiscal year by means of an 
interim and final assessment. In 
response to government initiatives 
with respect to improving cash 
management, the Office is planning 


to modify its assessment procedures 
so that costs will be recovered for 
the most part in the same fiscal year 
as they are incurred. 

Costs incurred in connection with 
the liquidation of supervised insur- 
ance companies that have failed are 
also fully recovered from the indus- 
try. Expenses in connection with 
work done for the Canada Pension 
Plan and the Canada Deposit Insur- 
ance Corporation are recovered from 
those organizations. 

Finance and Administration also 
prepares the Office’s multi-year 
operational planning documents, 
Main Estimates submissions, and 
Public Accounts documents required 
by central agencies. In addition, the 
Division maintains computerized 
budgetary and commitment/cash 
control systems for all Office 
expenditures and distributes monthly 
reports to all levels of management 
in the Office. 

Staff provide service related to the 
Office’s mail and distribution system, 
facilities management and materiel 
management. And library services in 
Ottawa and Toronto, including 
extensive inter-library loan services, 
provide sources of reference material 
for all staff. 

Other work of the Finance and 
Administration Division includes 
administering the provisions of the 
Civil Service Insurance Act and 
collecting premium taxes pursuant 
to the provisions of the Excise Tax 
AGts battle 


Communications and 
Public Affairs 


The Communications and Public 
Affairs Division is responsible for all 
print-related matters including 
editing, translating, designing and 
publishing reports and documents 
produced by the operating and 
policy sectors and preparing the 
annual report and other reports, 
bulletins and updates to industry. 
The Division also handles corres- 
pondence related to financial 
institutions on behalf of the Minister 
of Finance and the Ministers of State, 
Finance, and liaises with the Min- 
isters’ offices, Members of Parlia- 
ment, Standing Committees of the 
House of Commons and Senate, and 
parliamentary and members’ staff. 
Communications and Public Affairs 
also produces internal commu- 
nications and publications, includ- 
ing the Office’s newsletter, Action/ 
Réaction. 

Staff in the Division work closely 
with the public relations depart- 
ments of various industry associa- 
tions and professional groups, and 
the Director represents the Office on 
several intergovernmental/private 
sector task forces and committees 
dealing with matters affecting the 
public. The Division is also respon- 
sible for media relations, advance 
briefings, scheduling interviews and 
providing information about matters 
of interest to the press and the 
general public. 
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Complaints and Inquiries 


Number of Letters and Calls 
600 


Policy Quality Contracts Legislation 


(GR Chartered Banks 


Dealing with Enquiries 
and Complaints 


On behalf of the Office, Commu- 
nications and Public Affairs handles 
enquiries and complaints from the 
public about federally regulated 
financial institutions. Officers work 
co-operatively with the institutions 
to ensure that consumers are pro- 
vided with useful and effective com- 
plaint-handling mechanisms that will 
address their concerns. 

During this reporting period, we 
handled 2,798 telephone calls and 
letters from customers of financial 
institutions. It is important to note 
that, of that number, 1,974 calls 
concerned chartered banks; the 
other 824 dealt with other financial 
institutions — trust and loan com- 
panies, life insurance companies, 
property and casualty insurance 
companies — and with federally 
regulated pension plans. The 
accompanying exhibit indicates the 
nature and number of complaints 
and enquiries concerning all these 
institutions. We also responded to 
5,681 requests for various other 
kinds of information; for example, 
the role of the Superintendent’s 
Office, how banks are regulated in 
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Canada, the addresses of insurance 
companies and banks, how the 
deposit insurance system works, how 
Parliament works. We provide gen- 
eral answers and direct individuals to 
various organizations, such as the 
Canada Deposit Insurance Corpor- 
ation, an industry association, or 
another government department for 
detailed information. When we 
receive calls asking about the 
weather in Ottawa (some 25 in 
1990), we provide that information, 
too. 

The exhibit does not reflect calls 
and letters received in respect to the 
failure of the Standard Trust Com- 
pany and the Standard Loan Company 
in April 1991. Staff in the Communi- 
cations and Public Affairs Division 
provided assistance and information 
to over 3,000 callers from across 
Canada during that difficult time. 
Neither does the exhibit show calls 
received in July and August 1991 as a 
result of the Superintendent’s taking 
control of the assets of the Bank of 


vw 


Credit and Commerce Canada. There 
were some 2,400 calls received con- 
cerning BCCC. 

When consumers contact us to 
complain about a financial institu- 
tion, we encourage them first to get 
in touch with their bank or trust 
company or insurance company to 
try to work out solutions to prob- 
lems through the mechanisms that 
the institutions have developed. If 
consumers are still unsatisfied after 
taking that route, we ask that they 
write formally to us describing their 
complaint and the steps they have 
taken. We then contact the insti- 
tution on behalf of the complainant 
and try to bring the two together to 
resolve the dispute. 

When the Office receives com- 
plaints or enquiries about institutions 
that are not federally regulated, 
Communications and Public Affairs 
staff provide necessary information to 
consumers so that they can contact 
the appropriate provincial authorities 
and/or associations. As many prob- 
lems as possible are dealt with by 
telephone so that solutions are 
sought and delivered as quickly as 
possible. 

The number of calls and letters 
received continues to increase since 
Communications and Public Affairs 
set up the complaints and enquiries 
section in 1988. The increase is 
largely a result of more and more 
financial institutions, primarily banks 
and trust and loan companies, mak- 
ing the address and phone number of 
the Office available to their cus- 
tomers through brochures and other 
published information. It is also 
partly a result of the Office becoming 
better known and being known to be 
accessible to the public. 

Communications and Public Affairs 
makes little differentiation between a 
complaint and an enquiry — any call 
or letter that comes to the Office is 
given immediate attention by com- 


plaints and enquiries staff. Again this 
year, there have been more requests 
for information than complaints 
received in our Office. We are hope- 
ful that consumers are taking their 
grievances direct to the financial 
institutions with which they deal, for 
these are the organizations that can 
solve their problems and respond 
positively to criticisms. 

Almost all enquiries that come to 
Communications and Public Affairs 
are answered as soon as they are 
received, unless it is necessary to find 
out more information or to contact 
another government department or 
agency or a financial institution. Most 
complaints are also dealt with 
immediately; however, when an 
institution must be contacted, final 
disposition can take up to two weeks 
or more. On average, letters are 
answered within a day or two of 
receipt and a follow-up letter is sent 
once all the relevant information has 
been collected. We keep consumers 
informed of our progress as we 
proceed with an enquiry. 

In addition to these responsibili- 
ties, the Director of Communications 
and Public Affairs is the Office’s 
Access to Information and Privacy 
Co-ordinator. 
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Office of the Superintendent Bureau du surintendant 
of Financial Institutions Canada des institutions financiéres Canada 


Ottawa, Canada 
K1A OH2 


To the Honourable the Minister of Finance 


Dear Minister: 


Pursuant to section 25 of the Financial Institutions and Deposit Insurance System 


Amendment Act, | am pleased to submit my Office’s 1992 annual report. 


The report covers the period from September 1991 to August 1992 and provides 
information that I hope will be of interest to you and to all Members of Parliament as 
well as to the general public and the federally regulated financial institutions and pension 
plans. 


Yours sincerely, 


Withee 


Michael A. Mackenzie 
Superintendent 


Ottawa, October 1992 


i+l 


Canada 


To Contact the Office of the Superintendent 


In Ottawa In Montreal 
255 Albert Street, Kent Square Complexe Guy-Favreau 
Ottawa, Canada 200 René Levesque Boulevard West 
K1A OH2 West Tower, Room 909 
(613) 990-7788 Montreal, Quebec 
(Fax: 613-952-8219) H2Z 1X4 
(514) 283-4836 


Complaints and Enquiries 
about federally regulated 
financial institutions and 
pension plans 


(Fax: 514-496-1726) 


In Winnipeg 


(613) 990-7788 Lakeview Square One 

(613) 990-7890 Post Office Box 52 

(613) 990-7847 155 Carlton Street, Suite 307 
(613) 990-6011 Winnipeg, Manitoba 

(613) 990-7849 R3C 3H8 

(Fax: 613-990-5591) (204) 983-4140 


(Fax: 204-983-7423) 
In Toronto 


One Front Street West In Vancouver 


Second Floor West 800 Burrard Street, Suite 940 
Toronto, Ontario Vancouver, British Columbia 
M5W 1A3 V6Z 2G7 

(416) 973-9280 (604) 666-5335 

(Fax: 416-973-7021) (Fax: 604-666-6717) 


OFFICE OF THE SUPERINTENDENT 
OF FINANCIAL INSTITUTIONS 


Executive Committee 


Superintendent Michael A. Mackenzie 
Deputy Superintendent, 
Deposit-Taking Institutions Suzanne Labarge 


A/ Deputy Superintendent, 
Insurance and Pensions Donald A. MclIsaac 


A Message from 
the Superintendent 


his Office has been in operation now for five years. In my first 
annual report in 1988, I wrote that “the pace of change in the 
financial services sector is not likely to diminish.” I also said that 
“as change affects financial institutions, so it also affects the way we 
operate.” These statements can hardly be said to be prophetic; but 
there’s no question that they were true in 1988. And they are still true 
today, and with increasing force. 

Over this past year, our Office has experienced many changes, 
external and internal. 

Canadian financial institutions continue to face the pressures of 
intense market competition, widespread and serious declines in real 
estate values, both here and abroad, and the other problems associated 
with unemployment and economic downturn. Institutions are under 
unrelenting financial pressure. Technological changes, the increasing 
use of a variety of derivatives and new financial products, and the 
emergence of new forms of competition are changing the system here 
and abroad. We continue to increase the intensity of our monitoring 
and supervising activities. 

Another significant change for us and for the institutions we 
supervise is the new legislation that was proclaimed into law on 
1 June 1992. We’ve been working in concert with many others to see 
this major financial reform legislation effected. And now it is in place. 
It is, of course, too soon to gauge the full effects that the new Bank Act, 
Trust and Loan Companies Act, Insurance Companies Act and 
Co-operative Credit Associations Act are going to have. But this is 
indisputably significant legislation that affects everyone who deals with 
any of Canada’s federally regulated financial institutions. It will have 
far-reaching consequences for the system and for the work of 
the Office. 

We are adjusting our supervisory methodology to incorporate the 
additional powers and responsibilities the legislation provides. We have 
strengthened our capacity to handle requests for regulatory approvals, 
for rulings, for interpretations. And we continue to work on regulations 
and guidelines to set out the signposts and provide guidance in this 
new time. 

Within our Office, we have experienced considerable change over 
the past year. In December 1991, after a distinguished public service 
career in several government departments, Don Macpherson, Deputy 
Superintendent, Deposit-Taking Institutions, announced that he would 
retire in May 1992. Also in May, and after an illustrious 29-year career 
with the Department of Insurance and then with this Office, Bob 
Hammond, Deputy Superintendent, Insurance and Pensions, left our 
Office to become the General Manager of the Canadian Payments 
Association. And Ursula Menke, our Senior Corporate Adviser for the 
past two years and former Senior Counsel to this Office and to the 
former Department of Insurance and the Office of the Inspector 
General of Banks, accepted appointment as Inspector General of the 
Canadian Security Intelligence Service. 

Don, Bob and Ursula made very important contributions. We and 
those in the industry who know them and worked with them will miss 
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their knowledge and skills; the Office already misses their remarkable 
collective corporate memory. 

With the departure of these senior people, we have changed our 
organizational structure and have reorganized many of our activities. 
There is more detail about these changes further on in this report. 

We have also decided to operate with two Deputy Superintendents 
rather than three. Suzanne Labarge has assumed the responsibilities of 
Deputy Superintendent, Deposit-Taking Institutions. In May 1992, 

Don Mclsaac, Director General of our Life Insurance Division, assumed 
the position of Acting Deputy Superintendent, Insurance and Pensions. 

It is, I believe, a tribute to this Office, to the competence of our 
staff and to the leadership of those who have left to do other things 
that these changes have not affected our ability to work productively 
and effectively in carrying out our mandate and responding to the 
challenges that we face. 

We are persisting in our efforts to do everything that we can to 
ensure the safety of our institutions. As a result of the work that we do, 
Iam confident that the Canadian financial system is essentially strong 
and capable of handling its problems. We will continue to require 
adherence to sound rules governing capital adequacy and to ensure 
that accounting and actuarial standards and practices are adequate to 
provide the necessary degree of conservatism in measuring income 
and capital. We will persist in ensuring that officers, members of 
boards of directors, auditors and, as appropriate, provincial and foreign 
regulators are aware of our examination findings and that steps are 
taken to comply with recommendations and requirements. And we will 
continue to monitor changes in the business and financial environment, 
both domestic and foreign, to identify new risks or dangers to the 
stability of the system and to determine the steps needed to 
contain risks. 

In 1988, I wrote that I was 

convinced that the most effective regime for the future is one that 

places a strong reliance on self-governance coupled with an effective 

government supervisory mechanism designed to detect problems before 
they become critical and lead to failure. Any failure of a financial 
institution or pension plan brings with it such hardships for those 
affected that every effort must and will be made to avoid such an event. 


I was convinced in 1988. I remain convinced in 1992. And I give you 


continued assurance that all the work we do is directed toward the 
safety and soundness of Canada’s financial system. 


Contents 


Vii 


Letter of Transmittal tit 
How to Contact the Superintendent’s Office iv 
Executive Committee iv 
A Message from the Superintendent v 
The Superintendent’s Mandate, Mission and Goals 1 


Organization and Activities of the Superintendent’s Office 


Two Sectors Instead of Four 4 
Corporate Services 4 
Executive and Management Committees 4 
Methodology Development 4 
Deposit-Taking Institutions Sector 5 
Supervising Deposit-Taking Institutions 5) 
Foreign Bank Subsidiaries 7 
Trust and Loan Companies ro) 
Examinations Division 9 
Compliance Division 10 
Policy and Research Division 10 
Rulings Division eZ, 
Policy Support Division WZ, 
Operational Services Division 13 
Personnel, Administration and Systems Hes 
Personnel IIS} 
Administration 14 
Security and Access 14 
Systems 14 
Deposit-Taking Institutions Update 14 
Legislative Reform 14 
International Regulation 15) 
Federal-Provincial Harmonization Process HS) 
Insurance and Pensions Sector 16 
Policy Division 16 
Life Insurance Division Lay, 
Corporate Analysis Section Le 
Operations Analysis Section 18 


Examination Section 18 


viii 


Actuarial Section 
Securities Analysis and Administration Section 
Life Insurance Operating Results in 1991 
Net Premium Income and Policy Reserves 
Margin of Capital and Surplus over Liabilities 
Industry Rationalization 
Property and Casualty Insurance Division 
Analysis Section 
Examinations/Liquidations Section 
Actuarial Section 
Property and Casualty Operating Results in 1991 
Financial Statement Data Base 
Filing Actuarial Reports 
Supervising Pension Plans and Providing Pension Advice 
Pension Benefits Division 
Providing Pension Advice 
The Office’s Actuarial Services 
Social Insurance Program Division 
Government Services Division 
Recent Reports 
The Finance Division 


Complaints and Enquiries 

Communications and Public Affairs 

Dealing with Complaints and Enquiries 
Over 10,000 Calls and Letters 
New Laws Deal with Complaints 
Consumers Have Some Responsibilities 
Institutions Have Responsibilities, Too 
Questionnaire about Complaint Handling 
Institutions Set Up Their Own Procedures 
Some Things Fall Through the Cracks 


The 
Superintendent’s 
Mandate, Mission 
and Goals 


Public trust and confidence are 
key to the health and security of 
the Canadian financial system; 
the people who entrust their 
funds to Canadian financial 
institutions and pension plans 
must be assured that the system 
is working on their behalf. 
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The Mandate 


Parliament established the Office 

of the Superintendent of Financial 
Institutions in 1987 when it passed 
legislation bringing together the 
Department of Insurance and the 
Office of the Inspector General of 
Banks. The Superintendent of 
Financial Institutions Act broadened 
and enhanced the powers and 
responsibilities related to supervising 
Canadian federally regulated financial 
institutions. 

The Office’s enabling legislation 
provided for a single regulatory body 
for all federally regulated financial 
institutions; Canada is unique in 
having an organization of this kind. 
The legislation also gave the Super- 
intendent a broad range of powers 
and authorities to deal as promptly 
and effectively as possible with 
problems that arise in federally 
regulated financial institutions and 
pension plans. These powers include 
the authority and responsibility to 
issue Directions of Compliance in 
situations where the Superintendent 
judges that a financial institution has 
embarked on — or is about to under- 
take — practices that are unsafe or 
unsound. A Direction of Compliance 
may also be issued to seek a specific 
remedy to an identified situation. 

The 1987 legislation established 
the Financial Institutions Supervisory 
Committee, which is composed of 
the Superintendent of Financial 
Institutions, the Governor of the Bank 
of Canada, the Deputy Minister of 
Finance, and the Chairman of the 
Canada Deposit Insurance Corpora- 
tion. The purpose of this committee 
is to ensure effective and confidential 
exchanges of information among 
members so that all are current on 
matters related to supervising finan- 
cial institutions. The Superintendent 
chairs the committee. 

The Superintendent’s Office is 
responsible for regulating and 


supervising banks, insurance, trust, 
loan and investment companies and 
co-operative credit associations that 
are licensed or registered by the 
federal government. We supervise 
federally regulated employer- 
sponsored pension plans and also 
provide actuarial reports on various 
government pension programs. 
As an agent of the Canada Deposit 
Insurance Corporation or through 
federal-provincial arrangements, the 
Office carries out reviews of certain 
provincially chartered institutions. 
In addition to the duties set out in 
the legislation that established the 
Office and its powers, the Super- 
intendent’s Office administers other 
legislation that applies to federally 
regulated financial institutions and 
pension plans. In June 1992, four 
new pieces of legislation were 
proclaimed — the Bank Act, the 
Insurance Companies Act, the Trust 
and Loan Companies Act and the 
Co-operative Credit Associations Act. 
We also have responsibility for admin- 
istering the Investment Companies 
Act, the Pension Benefits Standards 
Act, 1985, portions of the Income 
Tax Act, the Civil Service Insurance 
Act, and the Excise Tax Act, Part I. 
And there are responsibilities under 
the Public Pensions Reporting Act. 
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The Mission 


The mission of the Office of the 
Superintendent of Financial 
Institutions is to regulate financial 
institutions and pension plans under 
federal jurisdiction with a view to 
maintaining public confidence in the 
Canadian financial system. The 
Office’s mission includes providing 
actuarial advice to the government. 
These major goals support our 
mission statement: 


e monitor financial institutions and 
pension plans for solvency, liquidity 
and compliance with legislation, 
regulations, and Office guidelines; 


® monitor events and trends that 
may affect federally regulated 
financial institutions and pension 
plans; 


e act as required on issues of 
solvency, liquidity and compliance 
of each financial institution and 
pension plan; 


e contribute to a safe and sound 
regulatory framework of legislation, 
regulation and guidelines through 
policy development; and 


e produce high quality actuarial 
reports in a timely fashion to meet 
legislative and other government 
requirements. 

Depositors, policyholders, and 
pension plan members are at the 
centre of this mission and its goals. 
Public trust and confidence are key 
to the health and security of the 
Canadian financial system; the people 
who entrust their funds to Canadian 
financial institutions and pension 


plans must be assured that the system 
is working on their behalf. Our work 
is done with a view to maintaining 
this essential public confidence and 
dealing quickly and effectively with 
any threats to it. 

A major motivation for the 
Office is a prudential concern for the 
solvency and liquidity of each 
institution and plan. The Office 
gathers information about the opera- 
tions of federally regulated financial 
institutions to develop regulatory 
policy proposals for the consideration 
of Ministers and to identify and assess 
strengths and weaknesses in the 
system so that sound advice may be 
provided to government. As well, 
the Office monitors institutions’ 
compliance with legislation, regula- 
tions and guidelines and acts as 
necessary, again with the confidence 
of depositors, policyholders and 
pension plan members in mind. 

The Superintendent’s Office is 
not in the business of managing any 
institution. The job is rather to 
analyse the financial climate and 
develop rules and guidelines that are 
based on an understanding and 
appreciation of the facts of business 
life and on policies determined by the 
Government of Canada. 

Our examination programs are 
directed toward solvency, liquidity 
and compliance concerns. The 
Examination Framework and its 
associated principles, practices and 
criteria ensure that our staff and 
resources are used most effectively 
when and where they are most 
required. Analysts working in the 
Office carry out detailed and compre- 
hensive work on returns and other 
information provided to the 
Superintendent by financial institu- 
tions and pension plans. Based on 
detailed risk assessments, analysis of 
emerging trends, and a variety of 


other techniques, on-site examina- 
tions are planned, conducted, 
reported and followed up by 
examination staff. 

The Office keeps in close contact 
with the financial institutions and 
pension plans that it supervises. 
Effective supervision requires know- 
ing what is happening in institutions, 
who the managers and directors are, 
how institutions are responding to 
new developments and changing 
conditions. Relationships with audi- 
tors, actuaries, industry associations, 
professional groups and with other 
supervisors and regulators all help to 
contribute to the Office’s knowledge 
and ability to supervise institutions 
effectively and competently. 

After five years as an Office, we 
have reorganized and restructured 
ourselves to meet new responsibi- 
lities and challenges that have come 
with new legislation and rapid 
changes in the financial system. 

The following sections in this report 
describe the new organization of the 
Superintendent’s Office. 
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Or ganization and During 1991, we reviewed the 
Activities of the structure that has been in place for 


if the past five years. With changes in 
Superintendent’s the nature of some of our work, the 
O ffi enactment of new financial institu- 
1ce tions legislation and regulations, and 
the departure of some key senior 
staff, we decided that the time was 
appropriate to reorganize the Office 
to adjust to the issues that we will be 
addressing in the coming years. 
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Two Sectors 
Instead of Four 


We now have two sectors instead of 
four. There are two Deputy Super- 
intendents, one responsible for 
deposit-taking institutions and one 
responsible for insurance and pen- 
sions. With the proclamation of the 
new legislation, an important part of 
the work of the Regulatory Policy 
Sector came to an end. In rationaliz- 
ing the Office’s structure, we took 
into account financial institutions’ 
concerns that they continue to have 
access to individuals who understand 
fully the businesses they supervise. 
The two-sector approach should 
help with that. We have set up co- 
ordinating mechanisms to ensure that 
regulatory policy development and 
interpretation of legislation are 
consistent across industry sectors, 

as intended by the new financial 
services legislation. 


Corporate Services 


Divisions that were part of the 
Management Services Sector are still 
very much in operation. Corporate 
services made up of the Personnel, 
Administration and Systems Division, 
Finance Division, Communications 
and Public Affairs, and Legal Services 
continue to report functionally to 

the Superintendent. For administra- 
tive purposes, Legal Services and 
Personnel, Administration and Systems 
report to the Deputy Superintendent, 
Deposit-Taking Institutions. Finance 
and Communications and Public 
Affairs report administratively to the 
Deputy Superintendent, Insurance 
and Pensions. 


Executive and 
Management 
Committees 


The Executive Committee now 
consists of the Superintendent and 
the two Deputy Superintendents. The 
Committee meets frequently, usually 
twice a month, to review all signifi- 
cant issues arising in the sectors so 
that members are aware of important 
developments affecting regulated 
institutions and so that decisions are 
taken that are consistent across the 
Office. The Committee also deals 
with recommendations from the 
Management Committee and reviews 
policy or administrative develop- 
ments that have Office-wide 
implications. 

The Management Committee, 
comprising Directors General and 
Directors representing all areas of the 
Office, has been set up as a vehicle 
for information sharing and for 
providing advice to the Executive 
Committee on a variety of matters. 
The Management Committee meets 
monthly; sub-committees deal with 
issues such as systems development, 
personnel policy, and training and 
development programs. 


Methodology 
Development 


We have set up a dedicated 
Methodology group that reports 
administratively to the Deputy Super- 
intendent, Insurance and Pensions. 
Functional reporting is through the 
Management Committee to the 
Executive Committee. The group is 
headed by a Director and staff is 
provided through medium-term 
secondment from various divisions in 
the Office. The group’s responsibili- 
ties include reviewing, enhancing and 
developing examination policies and 
procedures and assessing current 
developments and their impact on 
examination methodology. The group 
also has the task of ensuring that 
consistent examination methodology 
is implemented across the Office. 
The Director of Methodology is 
responsible for the Office’s Program 
Review function, including 
co-ordinating and overseeing 
internal audit. 


Deposit-Taking 
Institutions Sector 


The Deposit-Taking Institutions 
Sector, headed by a Deputy Super- 
intendent, is responsible for all matters 
affecting federally incorporated 
banks, trust, loan and investment 
companies and co-operative credit 
associations. This includes examining 
institutions for solvency purposes, 
administering the governing legisla- 
tion, ensuring compliance with the 
legislation, and developing regulatory 
policy. The Sector also carries out 
reviews of certain provincially 
chartered institutions through federal- 
provincial agreements or as an agent 
of the Canada Deposit Insurance 
Corporation. 


Deposit-Taking Institutions Sector 
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Supervising 
Deposit-Taking 
Institutions 


Canadian chartered banks include 

10 domestic banks and 56 subsidi- 
aries of foreign banks. Foreign banks 
also operate 51 representative offices 
in Canada. These offices are not 
permitted to carry on banking 
activity but are designed to promote 
the overseas services of the foreign 
banks they represent. 

In addition to banks, the Sector 
supervises and regulates 29 loan 
companies, 29 trust companies, 

21 investment companies, and 

7 co-operative credit associations 
operating under federal statutes. 
Through federal/provincial arrange- 
ments, or as an agent of the Canada 
Deposit Insurance Corporation 
(CDIC), the Sector also carries out 
reviews of certain provincially 
chartered trust and loan companies. 
Twenty-one institutions are subject to 
Office supervision by virtue of these 
relationships. 

In addition the Office deals with 
the registrations of companies under 
the Investment Companies Act and 
carries out examinations of registered 
companies. Investment companies 
raise money on debt instruments and 
use the proceeds to make loans, 
purchase bonds, debentures, and 
shares, or invest in real property for 
income or resale. These companies 
are incorporated under the Canada 
Business Corporations Act; however, 
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they may seek, or be required, to be 
registered under the /nvestment 
Companies Act. 

There were 21 investment 
companies registered under the Act 
at the end of March 1992 compared 
to 20 a year earlier. Total assets of 
investment companies registered at 
31 March 1992 were $34.7 billion 
($36.2 billion a year earlier). 

We conduct our supervisory 
activities on a cost-recovery basis. 
Deposit-taking institutions in total 
were assessed $15.0 million for 1991- 
92. Domestic banks that meet 
established criteria regarding owner- 
ship and are classified as Schedule I 
Banks shared $5.9 million of these 
costs. Schedule II Banks, which 
include foreign bank subsidiaries 
and one closely held domestic bank, 
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were assessed $1.6 million. Trust and 
loan companies, co-operative credit 
associations, and investment 
companies carried $6.8 million, 
$.4 million, and $.3 million of costs 
respectively. In addition, CDIC was 
assessed $0.4 million for work per- 
formed by the Office in an agency 
capacity and provinces where an 
agency agreement exists were 
assessed $0.03 million for work 
performed. 

With respect to the financial 


Total Capital Funds 
Major Banks 


$ billions 
0 


1982 


1983 
[_] Common Shares 


1984 1985 1986 


performance of deposit-taking insti- 
tutions during 1991, deteriorating 
economic conditions largely attri- 
buted to the decline in real estate 
prices and a general economic 
restructuring process across North 
America, adversely affected asset 
quality and profitability. Earning 
declines were primarily the result of 
a higher incidence of non- 
performing loans requiring increased 
provisions for loan losses. 

For the year ended 31 October 
1991, the six major domestic banks 
reported aggregate net income of 

$3.7 billion, an increase of 4 per cent 
over 1990. Return on assets was 
0.69 per cent and return on common 
equity was 14.0 per cent, down from 
0.71 per cent and 15.0 per cent, 
respectively, in 1990. 

The major banks, with assets of 
$546 billion at 31 October 1991, 
accounted for 99 per cent of 
domestic bank assets and 89 per cent 
of total chartered bank assets. 

The most significant factor in the 
improvement in earnings was an 
11 per cent increase in total revenue 
which was fuelled in part by a 
6 per cent increase in total assets. 
The effects of the recession con- 
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tinued to be felt through rising loan 
losses and higher non-performing 
loans. 

At 31 October 1991, non- 
performing loans net of allowance for 
credit losses totalled $9.1 billion and 
represented 2.35 per cent of total 
loans. This compares to non- 
performing loans of $6.5 billion or 
1.76 per cent of loans at the end of 
fiscal 1990. Provisions for loan losses 
totalled $2.7 billion in 1991, up 
60 per cent from 1990. 

Net interest margins improved in 
1991, increasing from 2.89 per cent 
of assets in 1990 to 2.99 per cent in 
1991. Because the banks are liability- 
sensitive over the short term, de- 
clining interest rates during 1991 
decreased funding costs more rapidly 
than interest revenue, thereby 
improving margins. The improvement 
was offset somewhat by a higher 
level of non-accrual loans. 

Despite the difficult economic 
environment, continuous progress 
has been made in reducing exposure 
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to less developed countries and in 

improving capital adequacy. Return on Assets 
Loans to less developed countries Foreign Bank Subsidiaries 

are no longer a material burden to the % 

major banks. Since 1987, the banks o 

have reduced their net exposure 


through reservations, sales and re- 
structuring agreements. At 31 October 
1991, aggregate net exposure repre- 


sented 16 per cent of common 
equity, down from 20 per cent in 
1990 and 134 per cent in 1986. 

During the past 10 years, the 
capital adequacy of the major banks, 
expressed as a percentage of assets, 
has improved considerably. Capital 
funds for the major banks grew from 
$13.6 billion in 1981 to $40.9 billion 
by the end of 1991, for an average 
annual growth rate of 11.9 per cent. 
This compares to a growth rate for 
assets of 5.4 per cent. Twenty-five per 
cent of total capital growth was 
internally generated — an impressive 
portion, given that $33 billion in loan 
losses was expensed in the 10-year 
period with an after-tax cost of 
approximately $18 billion. Since 
1988, capital adequacy has been 
determined in accordance with the 
Canadian application of the Bank for 
International Settlements’ (BIS) 
framework. For 1991, all the major 
banks exceeded the current require- 
ment of a minimum capital ratio of 
7.25 per cent of risk-adjusted assets. 
By 1992, banks will be required to 
maintain a ratio of at least 8 per cent. 
At 30 April 1992, all the major banks 
had already exceeded that level, 
attaining an average ratio of 
9.1 per cent. 

In the first half of 1992, the six 
major domestic banks continued to 
be adversely affected by the reces- 
sionary environment. Aggregate net 
income for the first half of 1992 was 
$1.2 billion, down 34 per cent from 
the same period in 1991. Provision 
for loan losses was 118 per cent 
higher than for the same period in 
1991. Non-performing loans net of 
allowances for credit losses stood at 
$11.9 billion at 30 April 1992 and 
represented 2.94 per cent of loans. 
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Foreign Bank Subsidiaries 


At 31 October 1991, there were 

56 foreign bank subsidiaries 
Operating in Canada. The aggregate 
assets of foreign bank subsidiaries 
totalled $58 billion at 31 October 
1991, up 1 per cent from 1990. 

The earnings of foreign bank 
subsidiaries were more adversely 
affected that those of the major 
domestic banks by a deterioration in 
asset quality. Their net income for 
1991 was $26 million, compared to 
$169 million in 1990. 

The major factor in the decline in 
earnings was a substantial increase in 
provision for loan losses in the last 
half of the year. Return on assets 
was .04 per cent compared to 
.31 per cent in 1990. There was a 
great divergence in 1991 results of 
the individual organizations, and 
22 foreign bank subsidiaries reported 
losses. 

The profitability of foreign bank 
subsidiaries remained under pressure 
in the first half of 1992. The net 
income of those banks was down 
35 per cent from the same period 
in 1991 with return on assets at .16 
per cent compared to .24 per cent 
last year. Mounting provisions for 
loan losses continued to be the major 
factor in the decline. 
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Trust and 
Loan Companies 


Of the 66 federally supervised trust 
and loan companies operating at 

the end of 1991, 4 trust and 5 loan 
companies were not taking deposits. 

There are now 29 federally incor- 
porated loan companies. Eleven are 
wholly owned mortgage subsidiaries 
of chartered banks and are not in- 
cluded in our separate loan company 
analysis because their results form 
part of the consolidated bank results. 

At 31 December 1991, aggregate 
loan companies’ assets amounted to 
$35 billion, an increase of 2.8 per cent 
from 1990. Aggregate net income was 
$141.8 million, down 27 per cent 
from 1990. 

At 31 December 1991, trust 
company assets totalled $56.1 billion, 
virtually unchanged from 1990. A net 
loss of $363 million was reported for 
1991, reflecting the large loss report- 
ed by one company. Excluding that 
company, net income was down 
64 per cent from 1990. The recession 
has had a significant impact on trust 
companies because of their concen- 
tration in real estate lending. Most 
trust companies experienced a 
decline in earnings; nine companies 
reported a loss for the year. 

At 31 December 1991, three 
groups of related trust and loan 
companies (three trust and three loan 
companies) accounted for 73 per cent 
of the total assets of federal trust and 
loan companies. 
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Examinations Division 


The Examinations Division, headed 
by a Director General located in 
Toronto and supported by three 
regional managers, is responsible for 
monitoring and examining deposit- 
taking institutions. Experience gained 
from almost five years of operations 
taught us that to make our super- 
vision more effective, managers must 
know and understand well the 
business in which supervised 
institutions are involved. What has 
emerged is a full appreciation of the 
value of a “portfolio management 
approach” for supervising deposit- 
taking institutions. 

The portfolio manager is the 
manager or managing group respons- 
ible for monitoring, examining, 
reporting and following up on all the 
institutions assigned to the person or 
the group. The portfolio manager also 
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would normally be the initial contact 
in the Office for any non-financial 
issues an institution may raise, such 
as a policy matter. 

Notwithstanding that some 
differences will remain as a result 
of the new legislation, differences 
among deposit-taking institutions are 
minimal as far as the examination 
process is concerned. There is no 
longer a need for special divisions 
devoted to industry sectors; now the 
need is for managers responsible for 
groups of deposit-taking institutions. 
Although there will always be 
differences between individual 
institutions, this new approach will 
help us to ensure consistency in the 
ways we monitor institutions, apply 
examination methodology and report 
regulatory and supervisory findings. 

Applying the principles, policies 
and criteria established in our 
Examination Framework, examiners 
in the Montreal, Toronto, Winnipeg 
and Vancouver offices carry out the 
planning, monitoring, on-site, and 
reporting phases of examinations. 
At the end of June 1992, there were 
43 fulltime examiners in Toronto, 
12 in Montreal, 8 in Vancouver, and 
6 in Winnipeg. Regional offices, 
reporting through the Director 
General, Examinations in Toronto, 


en 


also examine insurance companies 
and pension plans. 

Monitoring is carried out through 
the analysis of financial and other 
information to identify the areas of 
major risk exposure in each institu- 
tion. This serves to focus the on-site 
examination work. In all institutions, 
a critical risk is the deterioration of 
asset quality. In examining this risk in 
deposit-taking institutions, we engage 
the services of credit consultants who 
are senior credit officers, usually 
retired from major financial 
institutions. These individuals bring 
sound knowledge to examining this 
important area. The examination 
process is further enhanced when we 
use examination specialists in areas 
such as information systems and 
treasury operations and in developing 
specialized examination practices. 
Employment of these experts is co- 
ordinated in our Toronto office. 

Examinations culminate in a review 
of the findings with the company’s 
most senior officers and subsequently 
the audit committee of the board of 
directors. At these meetings, we 
identify key matters and discuss 
required corrective action and follow- 
up monitoring. 
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Compliance Division 
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Compliance Division 


The Compliance Division, with a 
staff of 15, has been established to 
assume the functions of the former 
Registration and Investigations 
Division and to take on the new 
responsibilities resulting from the 
new regulatory compliance provi- 
sions of the Acts governing the affairs 
of deposit-taking institutions that 
came into force in June 1992. The 
Compliance Division is responsible 
for supervising those deposit-taking 
institutions whose financial condition 
is of greatest concern to the Office. 
It is also the Office’s main contact 
with the Canada Deposit Insurance 
Corporation. The monitoring of the 
current financial condition of those 
deposit-taking institutions encounter- 
ing financial difficulties is of critical 
importance to the deposit insurer, 
and a close liaison between our 
Office and CDIC is essential. 


Policy and Research 
Division 


In our new organization, the Policy 
and Research Division develops 
regulatory policy proposals and 
guidelines for banks, trust and loan 
companies, and co-operative credit 
associations. It also develops account- 
ing guidelines on specific issues for 
all federal financial institutions 
where, in the opinion of the Super- 
intendent, generally accepted 
accounting principles (GAAP) do not 
deal adequately with the issue, or the 
range for judgement allowed under 
GAAP needs to be narrowed, or 
where GAAP does not provide the 
appropriate treatment for financial 
institutions. The Division also 
performs financial analysis. 

Policy and Research has 16 staff 
members in 3 groups — Supervisory 
Policy, Accounting Policy, and 
Financial Analysis. The Division 
works closely with the Insurance and 
Pensions Sector to ensure that 
prudential and accounting policy 
issues affecting both sectors are dealt 
with consistently. Division staff have 
frequent contacts with industry 
associations and individual institu- 
tions, professional bodies, other 
federal and provincial departments 
and agencies, and supervisors in 
other G-10 countries. 

In April 1991, the Office released a 
manual of bank supervisory and 
accounting guidelines. Policy and 
Research Division has primary 
responsibility for developing and 
updating these guidelines. A similar 
guideline manual for trust and 
loan companies was issued in 
August 1992. 

Supervisory Policy personnel 
are involved in developing capital 
adequacy and other prudential stan- 
dards for deposit-taking institutions. 
Their activities include representing 
the Office on the Bank for Inter- 
national Settlements (BIS) working 


groups studying risks of concern to 
supervisors of internationally active 
banks. In 1991-92, these BIS groups 
focused primarily on assessing the 
acceptability of innovative capital 
instruments under the BIS capital 
accord, developing proposals for the 
capital treatment of market risks, and 
preparing a consultation document 
on the netting of foreign exchange 
and other derivative contracts. 
Domestically, Supervisory Policy 
staff developed draft capital adequacy 
proposals for federal trust and loan 
companies and participated on a 
federal/provincial committee 
studying the harmonization of trust 
and loan capital standards. Staff also 
made progress in developing new 
capital standards for co-operatives. 
During the year, Supervisory Policy 
released a guideline on securities 
lending and a draft guideline on the 
prudent person approach, both app- 
licable to all industries. In addition, 
guidelines on asset securitization and 
capital adequacy requirements were 
issued in final form for banks and in 
draft for trust and loan companies. 
Work on the exposure of banks to 
certain designated countries resulted 
in the decision no longer to require 
mandatory provisioning against loans 
and other exposures to Mexico. 
A draft guideline on large exposure 
limits applicable to trust and loan com- 
panies was also issued for comment. 
Accounting Policy staff researches 
and develops policy on accounting 
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issues that affect financial institutions. 
During 1991-92, the group issued a 
final guideline to all financial institu- 
tions on accounting for NHA-insured 
mortgage-backed securities and 
provided guidance to banks on 
accounting for Mexican exposures 
following the removal of Mexico from 
the list of designated countries. The 
group issued a draft guideline on loan 
loss provisioning to the trust and loan 
and life insurance companies, a draft 
guideline on non-accrual loans for 
banks, trust and loan and life insur- 
ance companies, and a draft guideline 
on real estate acquisition develop- 
ment or construction financing 
arrangements to all financial 
institutions. 

Accounting Policy staff played an 
important role on a federal/provincial 
committee studying the harmoniza- 
tion of accounting policies for trust 
and loan companies. A member of 
the Accounting Policy group parti- 
cipated in the work of the Canadian 
Institute of Chartered Accountants 
(CICA) Financial Institutions Task 
Force and related study group on 
accounting for impaired loans. 

The Financial Analysis group 
prepares industry and multi-company 


analyses to assist the examination 
process and policy development. 

It is also responsible for monitoring 
deposit-taking institutions’ invest- 
ment and loan portfolios under the 
prudent person approach. Using 
financial data reported by the 
supervised companies, the group 
identifies industry trends and changes 
in key indicators and provides this 
analysis to examiners for their moni- 
toring and examination of individual 
institutions. Regular analysis focuses 
on the profitability of the industry, 
changes in non-performing loans, the 
level of provisions, and the adequacy 
and composition of capital. In addi- 
tion, the group carries out special 
studies and financial analyses in re- 
sponse to specific issues as they arise. 
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Rulings Division 


Director 
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Manager 
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Senior 
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Rulings Division 


The Rulings Division’s 13 staff are 
responsible for administering the 
legislation pertaining to deposit- 
taking institutions and investment 
companies, except for the compli- 
ance functions that are handled by 
the Compliance Division. 

The corporate governance aspects 
of this work include supervising 
incorporation and amalgamation 
of financial institutions, corporate 
restructurings, acquisitions of new 
financial businesses by foreign 
investors, reviewing and approving 
financial institutions’ internal pro- 
cedures pertaining to such issues as 
self-dealing, and processing requests 
from financial institutions for various 
approvals required under the 
legislation. 

The Division is also responsible for 
updating existing regulations and 
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developing new ones. As a corollary 
to its corporate governance activities, 
the Division develops certain guide- 
lines to assist financial institutions in 
applying for permissions under the 
legislation. 

Interpretations, rulings and 
opinions concerning legislation and 
regulations governing deposit-taking 
institutions and investment com- 
panies are provided by officers of the 
Division to other parts of the Office 
and to financial institutions. 

Rulings Division is also involved in 
a number of special projects, such as 
developing a regulatory framework 
for the securities clearing and settle- 
ment system in Canada. The Division 
takes an active role in the Canadian 
Working Committee of the Group of 
Thirty and is responsible for develop- 
ing regulatory arrangements for the 
Canadian Depository for Securities 
Limited. The Division has provided 
technical advice on trade and finan- 
cial services issues to the Department 
of Finance in such areas as the GATT 
and the North American Free Trade 
Agreement. 
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Policy Support Division 


The Policy Support Division, with 
three staff, assists in co-ordinating 
regulatory policy activity in the 
Toronto office by ensuring that policy 
issues that originate there are referred 
to appropriate staff in Ottawa. The 
Division is also the policy contact in 
Toronto for examiners and for the 
general public. 

Policy Support maintains regular 
contact with industry representatives 
and associations, such as the 
Canadian Bankers Association and the 
Trust Companies Association of 
Canada and with other regulatory 
agencies, primarily the Ontario 
Securities Commission, the Toronto 
Stock Exchange and the Investment 
Dealers Association. Division staff also 
participate regularly on the Office’s 
Auditors’ Advisory Committees, thus 
maintaining relationships with the 
accounting profession. 

Policy Support assists in research 
projects that have policy implica- 
tions. Division staff have also been 
involved in issues being addressed by 
the Bank for International Settlements 
dealing with market risk. The primary 
focus of the Division’s activities 
continues to be on securities-related 
issues; this will continue in the 
coming year. 


Operational Services 
Division 


This Division is responsible for 
ensuring that information reported by 
deposit-taking institutions meets the 
Office’s supervisory needs and can be 
readily prepared by the financial 
institutions. The Division has eight 
staff members. The new legislation 
provides the Office with more 
flexibility than before to specify and 
modify information formats. So this 
Division is taking a strategic view of 
the Sector’s information needs to 
ensure that the appropriate data- 
bases, technology and systems, and 
training and development are in place 
to support analytical and examination 
functions. 

Division staff head the Financial 
Information Committee, a working 
group made up of our Office, the 
Bank of Canada, Department of 
Finance, Canada Deposit Insurance 
Corporation, and Statistics Canada. 
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The Committee is developing a single 
reporting package for financial 
institutions that will fulfil the various 
needs of its members, all of whom 
require financial institution informa- 
tion. This task involves obtaining 
agreement on reporting requirements 
among the various government 
agencies and discussing these with 
industry associations. Together, we 
are making good progress in develop- 
ing the reporting package. 

Staff in the Division are responsible 
for establishing the Sector’s planning, 
budgeting, training and development 
functions and providing general 
administrative support to the Deputy 
Superintendent. 


Personnel, Administration and Systems 


Director, Personnel, 
Administration. 

and Systems 

P. Headley 


Personnel, 
Administration 
and Systems 


Under the new Office structure, this 
Division reports for administrative 
purposes to the Deputy Super- 
intendent, Deposit-Taking 
Institutions. 


Personnel 


The Personnel group is responsible 
for all matters related to official 
languages, classification, staffing, 
general and management training, 
staff relations, including negotiating 
collective agreements with unionized 
staff, and pay and benefits. It also 
develops and implements programs 
related to the personnel function, 
such as employment equity, safety and 
health, and employee assistance. 

The group has staff in Toronto 

and Ottawa. 

The Personnel group provides the 
support tools and programs required 
by the Office’s human resource 
management framework. Important 
areas dealt with within this frame- 
work include performance review 
and employee appraisal, training and 
development, human resource 
planning, and accountability. 

This past year, the Office 
undertook a review of the language 
requirements of all the positions to 
ensure that we respect our obliga- 
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tions under the Official Languages 
Act. We also developed an internal 
language training policy to give 
managers more flexibility in that area. 
As well, the Office published an 
employment equity policy to enun- 
ciate the Office’s commitment to the 
government employment equity 
program. 


Administration 


Staff provide the Office’s mail and 
distribution system, records manage- 
ment, facilities management and 
materiel management. Library 
services in Ottawa and Toronto, 
including extensive inter-library loan 
services, provide sources of reference 
material for all staff. 


Security and Access 


This is a new unit under the 
direction of the Director, Personnel, 
Administration and Systems. The unit 
is responsible for co-ordinating all 
security functions (personal, physical 
and systems) and for administering 
access to information and privacy 
legislation. Other responsibilities 
include classifying positions and 
administering our Employee 
Recognition Program. 

During the past year, Security and 
Access carried out threat risk assess- 
ments for all Office locations and 
oversaw the implementation of 
enhanced security procedures in 
the Office. 


Systems 


Information Systems helps to achieve 
the Office’s business objectives by 
developing and maintaining cost- 
effective systems applications, 
maintaining, operating and modifying 
computer networks, hardware and 
software, providing systems services, 
support and advice, and ensuring 
effective and efficient data collection 
and processing. 

The Office is continuing to move 
toward electronic filing of regulatory 
and supervisory information. Volun- 
tary electronic filing has been in 
place for some years in the banking 
and property and casualty insurance 
sectors of the financial industry. 

For the 1992 fiscal year, federally 
registered property and casualty 
insurance companies will be required 
to submit their annual statements on 
diskette as well as in hard copy form. 


Deposit-Taking 
Institutions Update 


Legislative Reform 


A major revision to the federal 
legislation governing financial insti- 
tutions came into effect on June 1, 
1992. The revised legislation sets a 
new legislative framework for banks, 
trust companies, loan companies, 
insurance companies and co- 
operative credit societies. 

The new framework includes these 
key features: 


e expanded powers allowing greater 
flexibility to financial institutions in 
offering a comprehensive array of 
financial services; 


e anew prudent portfolio approach 
that relies on increased management 
responsibilities rather than legislated 
investment restrictions to ensure 
adequate risk management; 


e anew ownership policy allowing 
one type of financial institution the 
possibility of owning outright other 
types of financial institutions; 

e self-dealing rules that will regulate 
transactions between related parties; 


e much greater uniformity of rules 
between different types of financial 
institutions; and 

e anew body of Regulations to 
complement and clarify the new 
legislation. 

The new legislation offers 
challenges to the financial institutions 
and to our Office. In carrying out our 
responsibility to administer the new 


legislation, we have to adjust our 
approach to supervising financial 
institutions. Simplified investment 
restrictions will, on the one hand, 
simplify monitoring compliance with 
those restrictions. On the other hand 
our examiners will need to focus 
more of their attention on assessing 
institutions’ internal investment 
policies. And the new legislation will 
likely result in more corporate 
reorganizations that will challenge us 
to develop innovative ways to deal 
effectively with the resulting new 
groups. 

We are looking forward to working 
in this new environment with the 
institutions that we supervise. 
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International Regulation 


In 1991-92 the Office contributed 
to the development of international 
initiatives through its membership on 
the Basle Committee on Banking 
Supervision at the Bank for Inter- 
national Settlements. The work 
included continuing activity in the 
area of the supervisory treatment of 
market risk arising from banks’ 
trading activities and examining the 
nature of credit risk of interest rate 
and exchange rate-related derivative 
contracts that are subject to legally 
enforceable bilateral and multilateral 
netting. And there were develop- 
ments in the area of minimum 
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standards for supervising inter- 
national banking groups and their 
cross-border establishments. 

The Basle Committee on Banking 
Supervision was established by the 
Central Bank Governors of the Group 
of Ten countries at the end of 1974 
in the aftermath of disturbances in 
international currency and banking 
markets. The Committee provides a 
forum for regular contact and co- 
operation among the bank regulators 
of member countries on banking 
supervisory matters. The Basle 
Committee developed the 1988 
Capital Accord which established a 
common yardstick and minimum 
standards for capital adequacy of 
banks that are active internationally. 

During the year, we took part ina 
subgroup of experts at the BIS that 
examined incorporating the market 
risk of banks’ trading activity into the 
Capital Accord. The deliberations of 
the subgroup have been co-ordinated 
with work being done by a technical 
working party of the International 
Organization of Securities Commis- 
sioners (IOSCO). Discussions 
continue. 

In April 1992, we sent Canadian 
banks a technical paper on recog- 
nizing the reduction in credit risk of 
legally nettable derivative contracts 
when calculating the capital 
requirements of international banks. 
A BIS subgroup developed the issues 
paper subsequent to conclusions 
drawn by a central bank committee 
about the legal validity and payments 
systems implications of netting. 

On July 6, 1992, the Chairman 
of the Basle Committee on Banking 
Supervision released a document that 
sets out four minimum standards for 
supervising international banking 
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groups and their cross-border estab- 
lishments. The minimum standards 
are an elaboration of the Concordat 
on the principles for supervising 
banks’ foreign establishments pub- 
lished by the Basle Committee in 
1983. These minimum standards 
focus on co-ordinating supervision 

to ensure that no part of the inter- 
national operations of banks escapes 
regulatory scrutiny. In part the 
standards address concerns that arose 
from the failure of the Bank for Credit 
and Commerce International. Our 
Office meets these new minimum 
standards; we supervise banks on a 
consolidated basis and regularly 
collect information on their global 
operations. 


Federal Provincial 
Harmonization Process 


During the year officials from the 
Office participated in federal/ 
provincial meetings held to discuss 
the harmonization of legislation, 
regulation and supervision relating to 
trust and loan companies. Technical 
sub-committees under the direction 
of senior officials responsible for 
financial institutions were formed to 
study issues relating to investment, 
liquidity and lending, corporate 
governance, capital adequacy, 
differences between generally 
accepted accounting principles and 
regulatory accepted accounting 
principles and information sharing. 
Discussions continue. 
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Insurance and Pensions Sector 
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Insurance and 
Pensions Sector 


The Insurance and Pensions Sector is 
headed by a Deputy Superintendent. 
The Sector has five major divisions — 
Policy, Life Insurance, Property and 
Casualty Insurance, Pension Benefits 
and Actuarial Services. This structure 
takes into account the specialized 
nature of pension plan supervision, 
the work required to provide 
actuarial advice and services to 
government, and the significant 
differences that exist between the 
segments of the insurance industry. 

The Insurance and Pensions Sector 
has staff in Ottawa and Toronto and 
also uses the services of examiners 
located in regional offices in 
Montreal, Winnipeg and Vancouver. 

The insurance industry was 
assessed a total of $2.3 million for 
1991-92. Of this amount, $7.5 million 
related to recovery of administrative 
costs incurred by the liquidator in 
1991-92 in winding up nine property 
and casualty insurers that had failed 
in previous years. 

With the recent reorganization of 
the Office, the Finance Division and 
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Director Director, 
General, Policy 
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M. Fowler 


the Communications and Public 
Affairs Division now report for 
administrative purposes to the 
Deputy Superintendent, Insurance 
and Pensions. Information about the 
Finance Division is at the end of the 
section on Insurance and Pensions. 
Details about Communications and 
Public Affairs are included in the 
section at the end of the report that 
deals with complaint handling, 

a major responsibility of the 
Communications and Public Affairs 
Division. 
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Acting Chief Director, 
Actuary Special Projects 
B. Dussault B. Kobli 


Policy Division 


The Sector’s new Policy Division was 
set up on 1 June 1992. Its eight staff 
members were drawn from various 
areas of the former Regulatory Policy 
Sector. Policy Division is responsible 
for regulatory policy development, 
rulings and interpretations, and some 
aspects of compliance monitoring 
within the Insurance and Pensions 
Sector. 

With the proclamation of the new 
insurance legislation, the Division’s 
work includes finalizing capital 
adequacy requirements and revising 
financial reporting forms for life 
insurance companies as well as 
developing necessary regulations and 
issuing appropriate guidelines 
to life, property and casualty compa- 
nies and fraternal benefit societies 
and pension plans. 

The Division’s work is closely 
co-ordinated with the work of the 


Policy Division 


Director 

B. Knapp 
Senior Manager, 
Officers Supervisory 
J. Bruce Policy 
R. Webb J. Prévost 


Life Insurance Division 
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Divisions of the Deposit-Taking 
Institutions Sector and with the oper- 
ational divisions of the Insurance and 
Pensions Sector, which are described 
next. 


Insurance Division 


Life Insurance Division personnel 
have certain responsibilities with 
respect to life insurance companies 
and fraternal benefit societies that 
begin even before an institution is 
authorized to insure risks. Monitoring 
and supervisory responsibilities 
continue as long as a company 
continues to be registered. To 
accomplish this supervisory work, 
the Life Division is organized along 
functional lines, as illustrated in the 
accompanying organization chart. 


No federally incorporated company 
or foreign company may insure risks 
in Canada unless it holds an order 
from the Minister of Finance. Applica- 
tions for federal incorporation and 
registration are reviewed by analysts 
in the Corporate Analysis Section. 
Based on their assessment of the 
adequacy of capital, business plans 
and earnings projections submitted 
by the applicant, staff make recom- 
mendations regarding an application. 
Similar considerations apply when 
the Section reviews proposals for 
ownership changes, amalgamations 
or transfers of business. The 
Corporate Analysis Section is also 
responsible for reviewing requests 
concerning investments, share issues, 
charter amendments and changes to 
the classes of insurance a company is 
authorized to insure. 
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Operations Analysis Section 


Once a company has been granted 
an order authorizing the insuring 

of risks within certain classes of 
insurance, it must comply with the 
provisions of the legislation that 
governs it. The Insurance Companies 
Act requires companies to file annual 
returns and other supporting 
material. Analysts in the Operations 
Analysis Section carry out the 
preliminary review of these filings. 
They apply early-warning tests to the 
data submitted and perform trend 
analyses to identify early on any 
companies that may be heading for 
financial difficulties. 

The ongoing monitoring of a 
company’s financial position is part of 
the analysts’ work as well, and they 
discuss any matter of concern with 
company officials. When a company 
gives signs of serious financial prob- 
lems, the analysts monitor operations 
very closely and may recommend that 
the scope of operations be limited or 
that a company’s order be revoked. 
The analysts also provide examiners 
with information for use in establish- 
ing the scope of their examination. 


Examination Section 


A critical part of the supervisory 
process is the on-site examination of 
companies. This work is carried out 
periodically at the head office of each 
company usually once every two 
years, or more frequently if necessary. 
This function is the primary 
responsibility of the Life Division’s 
Examination Section whose staff are 
located in our Toronto office. Some 
of the examinations are conducted by 
personnel from our other regional 
offices in Montreal, Winnipeg and 
Vancouver. 

The examiners review the 
company’s financial and self- 
governance documentation and 
internal and external audit reports. 
They interview senior executives to 
verify the company’s financial condi- 
tion, determine compliance with 
the Insurance Companies Act and 
regulations, make judgements about 
management and business plans, and 
assess the company’s financial pros- 
pects. The examiners report their 
findings to senior company officials 
and indicate what corrective action, 
if any, is required. 


Actuarial Section 


Because they provide protection in 
the form of life insurance, health 
insurance and annuity products, 
companies must establish adequate 
reserves to provide for the significant 
risks arising out of their liabilities. 
Insurance legislation requires each 
company to appoint a valuation 
actuary to report on the adequacy 
of the reserves established by the 
company. The actuary must choose 
the assumptions to be used in 
discounting the future payments that 
the company will be called upon to 
make and thus determine the level of 
reserves the company must carry to 
cover those future liabilities. 

Each year the actuary submits a 
report to the Superintendent setting 


out the results of the actuarial reserve 
calculation and providing the 
rationale for the assumptions 
underlying the calculation. The Life 
Division’s Actuarial Section reviews 
these annual reports and discusses 
findings with the company’s actuary. 
Our actuaries also participate in on- 
site examinations to gain further 
information to support the material 
contained in the actuary’s report. 
On these occasions, our actuaries 
discuss with company officials the 
background to the valuation assump- 
tions and review the calculations 
performed in establishing the 
liabilities. 


Securities Analysis and 
Administration Section 


All foreign insurance companies that 
operate in Canada on a branch basis 
are required to maintain sufficient 
assets in Canada under the Super- 
intendent’s control to cover their 
statutory liabilities in Canada plus 
provide a margin. This is done by the 
companies vesting assets in trust with 
independent trustees. 

The Securities Analysis and 
Administration Section monitors and 
ensures the adequacy of the level of 
assets vested by both life companies 
and property and casualty companies, 
thus protecting the interests of 
Canadian policyholders in the event 
that a company becomes insolvent. 


Life Insurers 
Lines of Business - 1991 


Net Premiums Written in Canada by 
Federally Registered Companies 
(in billions of dollars) 
Individual 
Annuity: $6.9 
30.8% 


Group 
Annuity: $4.6 
20.7% 


Accident and 
Sickness: $4.4 
19.7% 


Individual 
Life Insurance: $4.8 
21.6% 


Group Life 
Insurance: $1.6 
7.2% 
Total Net Premiums Written in Canada, 1991: 

$22.4 billion 


Life Insurance Operating 
Results in 1991 


The Canadian life insurance industry 
is made up of companies incorpo- 
rated in Canada, either federally or 
provincially, and Canadian branch 
operations of companies incorporated 
outside Canada. All federally incor- 
porated and all foreign companies 
operating in Canada on a branch basis 
are subject to federal insurance legis- 
lation administered by our Office. In 
addition to being federally registered, 
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companies must be licensed in each 
province or territory where they do 
business. 

At the end of 1991 there were 
144 federally registered life insurance 
companies (57 federally incorporated 
and 87 foreign companies) and 34 
fraternal benefit societies (15 feder- 
ally incorporated and 19 foreign 
societies) operating in Canada. 
During the year, one company was 
federally incorporated, two foreign 
companies amalgamated their 
businesses, and one foreign company 
and two foreign societies withdrew 
from Canada. 

As in previous years, federally 
registered companies and societies 
accounted for about 95 per cent of 
the life insurance market in Canada; 
provincially incorporated companies 
represented the remaining 5 per cent. 

Life insurance companies offer a 
variety of products that combine 
two main components — protection 
against financial hardship resulting 
from death or illness, and accumu- 
lated savings. The three major lines of 
business are life insurance, annuities, 
and accident and sickness insurance. 
Fraternal benefit societies offer a 
more limited range of products 
within these three lines. 

Life Insurance. Net premium 
income in Canada grew by 3.6 per 
cent in 1991 compared to the 
previous year, increasing from 
$6.22 billion to $6.45 billion. Most of 
the growth in 1991 was attributable 
to individual life business that gen- 
erated net premiums of $4.84 billion 
in 1991 compared to $4.67 billion in 
1990. Net premiums from group 
business actually increased slightly 
from $1.55 billion in 1990 to 
$1.60 billion in 1991. 


Life Insurers 


Canadian Incorporated Life Companies 
Return on Assets: 1987-1991 
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Annuities. The sale of annuity 
products, primarily in the form of 
individual and group retirement 
savings plans, has been increasing 
steadily over the past 10 years. In 
1991, annuity premiums amounted 
to $11.5 billion, representing 
51.5 per cent of total net premium 
income in Canada. This compares to 
net premium income of $10.7 billion 
in 1990, representing 50.8 per cent of 
total premium income. Unlike the 
situation in the previous year, group 
annuity business grew during 1991 
at a much faster rate than individual 
annuity business. Although Canadian 
consumers continue to put funds 
aside to save for their own future 
rather than relying totally on govern- 
ment or employer-funded plans, 
consumers had relatively less money 
to invest in 1991 than in the previous 
year, largely because of poor 
economic conditions. 

Accident and Sickness Insur- 
ance. The accident and sickness 
insurance coverage provided by life 
insurance companies to Canadians 
supplements government-sponsored 
health insurance plans by providing 
extended health care benefits, dis- 
ability income, dental coverage, and 
accidental death and dismemberment 
coverage. This type of insurance is 
generally sold through group plans or 
mass marketing. Net premium income 
arising from accident and sickness 
business transacted in Canada 
continued to show consistent stable 
growth, increasing by 6 per cent from 
$4.2 billion in 1990 to $4.4 billion 
in 1991. 


Net Premium Income and 
Policy Reserves 


For the year ended 31 December 
1991, federally registered companies 
reported net premium income in 
Canada of $22.4 billion from all lines 
of business, up 6.1 per cent overall 
from 1990. Total assets in Canada 
increased by 10.9 per cent, from 
$121 billion at the end of 1990 to 
$134 billion at the end of 1991. In 
addition to their business in Canada, 
the Canadian companies have 
significant insurance operations 
outside Canada. They reported net 
premium income outside Canada of 
$11.0 billion for 1991 on a non- 
consolidated basis, and assets outside 
Canada of $57.5 billion. By com- 
parison, non-resident companies 
operating in Canada on a branch basis 
reported net premium income in 
Canada of $4.2 billion for the year, 
and assets in Canada of $24.8 billion. 

Policy reserves represent the 
largest liability item on the balance 
sheet of a life insurance company. 
Policy reserves are the amounts that, 
together with the addition of future 
premiums and investment income to 
be earned, provide the funds neces- 
sary to meet future contractual policy 
obligations. At the end of 1991, policy 
reserves represented 75 per cent of 
the worldwide liabilities of federally 
incorporated companies and 68 per 
cent of their worldwide assets. 


Margin of Capital and Surplus 
over Liabilities 


The Office requires federally 
incorporated life insurance compa- 
nies to maintain a margin of capital 
and surplus over liabilities. In 1991, 
the overall solvency margin (capital 
and surplus as a percentage of 
liabilities) declined slightly from 

8.2 per cent at the end of 1990 to 
8.1 per cent at the end of 1991. 

The solvency margin maintained 

by Canadian life insurers has been 
declining each year since 1986 when 
it was 9.3 per cent. The principal 
cause of this decline has been the 
shift of the core business of life 
insurers from long-term life insurance 
products with ample margins in 
premiums to short-term deferred 
annuity business where stiff competi- 
tion with other financial institutions 
has resulted in competitive pricing 
with little margin. 

Notwithstanding the downward 
trend in surplus margins, we are 
satisfied that the financial condition 
of the life insurance industry in 
Canada continues to be strong. 


Industry Rationalization 


The life insurance industry continued 
to rationalize its operations in the 
face of tough economic times and 
increasing competition during 1991. 
The Office handled eight requests for 
ministerial approval in connection 
with business transfers and rein- 
surance of closed blocks of business. 
Three of the requests involved 
Canadian policies; the other five 
involved policies outside Canada. 
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Property and Casualty 
Insurance Division 


Of the more than 450 property and 
casualty insurance companies operat- 
ing in Canada, 254 are federally 
registered and supervised; of these, 
105 are incorporated in Canada, and 
149 are non-Canadian companies 
operating in Canada on a branch 
basis. 

The Property and Casualty 
Insurance Division is responsible 
for supervising and regulating all 
federally registered companies. It is 
also responsible for examining 
Manitoba-based provincially register- 
ed companies and some insurance 
pools, such as the Canadian Industrial 
Risks Insurers and the Canadian 
Aviation Insurance Group. The 
Division is headed by a Director 
General; its organization is shown in 
the accompanying exhibit. 


Analysis Section 


The Analysis Section is divided into 
Corporate and Operations Analysis. 
Two Operations groups are respon- 
sible for day-to-day monitoring of 
all federally registered companies; 
Corporate Analysis is responsible 
for evaluating applications for new 
incorporation or registration as well 
as requests for fundamental changes 
to existing companies. 

Before a company may insure risks 
in Canada, it must obtain an order 
from the Superintendent authorizing 
the insuring of risks in specified 
classes of insurance. At the end of 
1991, corporate analysts reviewed 
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four applications for incorporation 
and eight applications for 
registration. 

Partly as a result of the recessionary 
economy, there has been a trend 
towards rationalization of the 
industry and a resulting increase in 
requests for approval of business 
transfers, amalgamation or ownership 
changes. During 1991, 34 companies 
submitted plans to restructure, trans- 
fer or assume business portfolios. 
Corporate analysts also considered 
21 requests for addition or deletion of 
authorized classes of insurance. 

With a view to increasing 
efficiency, staff of the Property and 
Casualty Insurance Division and the 
Systems Division designed and 
implemented a new company 
information system. 

The ongoing monitoring of com- 
panies includes reviewing companies’ 
operating results and analysing 
financial ratios derived from regularly 
obtained financial information. Where 
clarification is required, operations 


analysts communicate with the 
company and meet with officials 
to discuss matters. Information 
assembled by the operations analysts 
through the monitoring process is 
used by examiners and actuaries in 
carrying out the risk analysis that 
leads to defining the scope of 
individual on-site examination and in 
depth reviews of actuarial reports. 
The Analysis Section is also 
responsible for preparing recom- 
mendations to senior Office manage- 
ment and the Minister with respect to 
taking any regulatory action or 
approving fundamental changes to 
companies. 


Examinations/ 
Liquidations Section 


The Examinations/Liquidations 
Section, headed by a Director, 
Examinations/Liquidations, located in 
Toronto, is responsible for conduct- 
ing on-site examinations of compa- 
nies and for overseeing the winding 
up of companies in liquidation. 
Examiners in Vancouver, Winnipeg 
and Montreal also carry out examina- 
tions of property and casualty 
insurance companies. The objective 
of on-site examinations is to assess a 
company’s financial position, its 
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compliance with legislation, and its 
prospects for the future. Examiners 
report their findings to senior com- 
pany officials and require companies 
to take corrective action where 
necessary. 


Actuarial Section 


The Actuarial Section evaluates the 
adequacy of regulated companies’ 
claims and other actuarially deter- 
mined liabilities. This work involves 
reviewing and analysing actuarial 
reports submitted by companies, 
following up on issues arising from 
this review, and liaising with opera- 
tions analysts and examiners to obtain 
or relay additional actuarial informa- 
tion. The Section also liaises with the 
Canadian Institute of Actuaries to 
assist in developing appropriate 
financial reporting and valuation 
standards for the property and 
casualty insurance industry. 


Property and Casualty 
Operating Results in 1991 


The 1991 operating results of 
federally registered property and 
casualty insurance companies 

were mixed. British and foreign 
companies experienced marginally 
better results over 1990; Canadian 
companies reported net profits down 
some 17 per cent compared to 

1990. Overall, federally registered 
companies’ profits in 1991 were 
down 7 per cent from 1990 levels. 
The level of profits earned in 1991 by 
Canadian federally registered com- 
panies represented a 6 per cent 
return on equity compared with 

7 per cent in 1990 and 9 per cent 

in 1989. 

The main reason for the profit 
decline in 1991 appears to be a 
further deterioration in the under- 
writing or claims experience, 
particularly in the property and 
liability classes. This was primarily 
the result of increased competition 
for these classes of business. In turn, 
competition was increased because 
of an increase in available capital 
resulting from improvement in the 
value of securities portfolios and by 
companies seeking to diversity 
operations away from automobile 
insurance. Although investment 
income rose slightly in 1991, the 
increase was not sufficient to offset 
the poor underwriting or claims 
experience, the result being 
decreased profits. 

As measured by expressing 
regulatory capital as a percentage 
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Property and Casualty Insurers 
Major Classes of Business - 1991 
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of liabilities and required reserves, 
solvency levels for Canadian com- 
panies increased slightly in 1991. 
Capital and surplus stood at approxi- 
mately 29 per cent of liabilities and 
required reserves at year end, 
compared to 28 per cent at the 

end of 1990. 


Financial Statement 
Data Base 


The Office has decided to set up its 
own in-house data base to capture, 
store and allow retrieval of informa- 
tion contained in the financial 
statements filed by property and 
casualty insurers. Combined with the 
disk filing of the financial statements 
by companies, the new data base 
will increase the effectiveness and 
efficiency of the analysis of the 
companies’ financial statements. 
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Filing Actuarial Reports 


Legislation requires companies to file 
actuarial reports on the adequacy of 
the regulated their claims-related 
liabilities. The Actuarial Section 
continues to develop and refine 
appropriate formats and procedures. 
With a view to improving claims 
statistics and data bases, regulators in 
Canada are introducing new claims 
exhibits to supplement the rather 
limited claims data contained in the 
current financial statement form. 
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Supervising Pension 
Plans and Providing 
Pension Advice 


The Office supervises almost 1,100 
pension plans; most are sponsored 
by employers. These plans cover 
employees who work in organiza- 
tions that fall under federal juris- 
diction; for example, banks, airlines, 
and interprovincial and international 
transportation and telecommunica- 
tions companies. Some plans cover as 
few as one person; in others, tens of 
thousands of employees are involved. 

During 1991-92 the Office con- 
ducted 60 on-site examinations of 
pension plans; 45 more are planned 
for 1992-93. 

The Office also provides advice 
to Revenue Canada, Taxation, and to 
Indian and Northern Affairs Canada 
on matters related to employer- 
sponsored pension plans. 
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The Pension Benefits Division 


The Pension Benefits Division has 
two sections, Pension Advice and 
Pension Benefits Standards Act. 

The Division is headed by a Director 
General, and both sections have 
Directors in charge. 


Administering the Pension 
Benefits Standards Act, 1985 


The Pension Benefits Standards Act, 
1985 (PBSA) applies to employer- 
sponsored pension plans that in 
total cover over 600,000 members. 
The total market value of assets of 
pension plans that are supervised by 
the Office was about $40.6 billion at 
the end of 1991. 

Enterprises that are generally 
subject to federal regulation include 
banks, airlines, interprovincial and 
international transportation and 
telecommunications companies, and 
certain Crown corporations. Any 
employment and related pension 


benefits of residents of Yukon and the 


Northwest Territories are generally 
subject to federal regulation as well. 


Profiles of some of the characteristics 
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of these pension plans are high- 
lighted in the accompanying exhibits. 
By reviewing pension plan texts 
and amendments and communicating 
with the plan administrators or their 
representatives, the Office tries to 
ensure that the minimum standards of 
the legislation are being respected. 


Distribution of Pension Plans 


Subject to PBSA 
by Size of Membership 
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The standards relate to areas such as 
funding, eligibility for plan member- 
ship, vesting of benefits and locking 
in of contributions, members’ rights 
to opt for early retirement, investing 
of pension funds, and disclosure of 
information to plan members. 
Pension analysts and actuaries 
analyse periodic financial reports, 
including those from independent 
actuaries and auditors. This is done to 
ensure that plans are adhering to the 
funding and solvency standards set 
out in the PBSA. Examination 
specialists conduct on-site examina- 
tions of selected PBSA pension plans. 
During 1991-92, the Pension 
Benefits Standards Act Section 
issued certificates of registration to 
236 pension plans that fully met the 
requirements of the Act for the first 
time. These included 142 plans that 
were registered under the former 
Pension Benefits Standards Act. 
Sixty-six new plans were filed for 
registration with the Office; 64 plans 
terminated or were consolidated with 
other plans. 
The cost of supervising and 
administering the PBSA for 1991-92 


Office of the Superintendent of Financial Institutions 


amounted to $2.9 million. Of that, 
$2.2 million was recovered through 
fees levied on plan sponsors. The 
current basis for fees ensures the 
ongoing recovery of the Office’s costs 
of supervising and administering the 
PBSA. The shortfall for 1991-92 will 
be incorporated in fees to be levied in 
1993-94. 
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in Pension Plans Subject to PBSA 
by Province of Residence 
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Providing Pension Advice 


The Pension Advice Section provides 
advice to Revenue Canada, Taxation, 
and to Indian and Northern Affairs 
Canada on matters relating to private 
employer-sponsored pension plans. 
Certain contributions made by em- 
ployers to pension plans established 
for their employees may be deducted 
from the employer’s income on the 
condition that the amounts are certi- 
fied by an actuary and are approved 
by the Minister of National Revenue 
on the advice of the Superintendent 
of Financial Institutions. In addition, 
transfers of amounts from defined 
benefit pension plans into defined 
contribution plans or equivalent 
arrangements may be made on a tax- 
deferred basis subject to a similar 
process of certification, advice 

and approval. 

During 1991-92 the Pension Advice 
Section received 1,699 requests from 
Revenue Canada, Taxation, and gave 
advice to the Minister of National 
Revenue on 1,731 requests Gin 1990- 
91, 1,816 and 1,719 respectively). 
The dollar value of employer 
contributions on which advice was 
provided totalled $1,671 million 
compared to $1,625 million in 
1990-91. In 88 cases during 1991-92, 
the Pension Advice Section advised 
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Revenue Canada, Taxation, to dis- 


Actuarial Services 
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respect of which approval had been B. Dussault 
requested. These amounts totalled 
$6.1 million. (in 1990-91, the corres- 
ponding figures were 60 cases and | 
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Pension Advice Section staff meet 
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improve the co-ordination of reviews 
of private pension plans sponsored 
by Indian Bands and funded by Indian 
and Northern Affairs as part of its 
Indian Pension Plan Funding (IPPF) 
program. 

Our procedures are designed to 
ensure that these pension plans 
comply with all applicable legislation 
and other government requirements 
before they begin to receive program 
funding. During 1991-92 we 
completed 119 reviews of plans 
submitted under the IPPF program 
and approved 98 of them for funding. 
(The corresponding figures for 1990- 
91 were 188 and 127 respectively.) 
We also reviewed 102 amendments to 
plans already receiving IPPF program 
funding during 1991-92. 


The Office’s Actuarial 
Services 


The Office’s Actuarial Services are 
provided by two divisions, the Social 
Insurance Program Division and the 
Government Services Division. Each 
reports to the Acting Chief Actuary, 
Bernard Dussault. 

One major responsibility of 
Actuarial Services is to conduct 
periodic actuarial valuations of 
various pension plans sponsored by 
the government for its employees, 
including the Canadian Forces and 
the Royal Canadian Mounted Police. 
The other main activity is to make 
projections to determine future costs 
under social security programs such 
as the Canada Pension Plan and Old 
Age Security. 

The Canada Pension Plan Act and 
the Public Pensions Reporting Act 
require that the various pension plans 
be valued at least once every three 
years. Reports on these actuarial 
valuations have to be completed 
within 18 months of the valuation 
date. 

During the year, we successfully 
completed the conversion of our 


computer equipment from a main- 
frame system to a local area network 
of personal computers. The move to 
this new environment allows us to 
make use of up-to-date computer 
technology and it has permanently 
reduced our future annual opera- 
tional costs by about $350,000. 


Social Insurance Program 
Division 


The Social Insurance Program 
Division is responsible for the 
periodic statutory valuations of the 
Canada Pension Plan and of the 

Old Age Security benefits. These two 
programs are administered by the 
Department of National Health 

and Welfare. 

During the year under review, we 
prepared numerous cost estimates of 
proposed amendments to the CPP 
and continued our participation with 
Health and Welfare Canada officials 
concerning the eventual develop- 
ment of computer modelling dealing 
with Social Policy, but the Division’s 
work concentrated mostly on 
continuing to plan and develop 
methodology for the statutory 
valuations of the Canada Pension Plan 
and the Old Age Security Program as 
at 31 December 1991. 
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Government Services Division 


The Government Services Division 

is responsible for the periodic 
statutory actuarial valuations of 
pensions and insurance programs 
established by the government. 

The main programs valued by the 
Division include the Public Service 
Superannuation, the Canadian Forces 
Superannuation, the RCMP Super- 
annuation, pensions for Members of 
Parliament and pensions for federally 
appointed Judges. In addition to the 
periodic valuations, the Division 
provides the government with cost 
estimates related to various proposals 
for amendments to plans. 

The Government Services Division 
has traditionally valued programs 
established by the government for 
special groups of people other than 
employees of government. These 
programs include pensions for the 
victims of the Halifax disaster in 
1917 and the voluntary life insurance 
programs for veterans who served in 
the First and Second World Wars. 

In addition to these specific 
responsibilities, the Government 
Services Division provides actuarial 
advice to the government in a 
number of areas requiring actuarial 
expertise, including the provision 
of estimates of the government’s 
obligations under its pension plans 
for accounting purposes, published 
yearly in the Public Accounts. 
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Recent Reports 


During this reporting period, 
Actuarial Services completed 
actuarial reports as at 31 December 
1989 on the Public Service Death 
Benefit (tabled in Parliament on 

4 May 1992) and as at 31 December 
1990 on the Canadian Forces 
Superannuation (tabling is expected 
soon). In addition, we completed a 
number of actuarial valuations of 
other minor pension and insurance 
programs during the 1991-92 year, as 
well as estimates on the effects of Bill 
C-55 which received third reading on 
18 June 1992. 

Two important reports that were 
completed during the previous 
period were tabled during the period 
covered by this report. They are the 
actuarial reports as at 31 December 
1989 on the Public Service 
Superannuation and on the RCMP 
Superannuation. Both reports 
were tabled on 11 October 1991. 

Canada Pension Plan actuarial 
report 12 was prepared pursuant 
to tabling Bill C-39, dealing with a 
revision of the 25-year contribution 
rates and an increase of $35 in the 
child monthly flat-rate benefits. 
Actuarial report 13 was prepared in 
light of Bill C-57, dealing with a 
relaxation of eligibility rules in 
respect of persons applying for a 
disability benefit with a delay in 
excess of 15 months. The twelfth 
report was tabled in the House on 
25 November 1991; the thirteenth 
report on 27 April 1992. 
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The Finance Division 


The Finance Division is responsible 
for all financial services in the Office. 

With the exception of its Actuarial 
Services and Pension Advice func- 
tions which are provided for under 
appropriations, the Office works on a 
cost-recovery basis. Working with the 
appropriate operating sectors, the 
Finance Division is responsible for 
developing and administering systems 
that permit the allocation of regular 
Office expenses to the major 
industries and for determining the 
assessments that are levied against 
the regulated financial institutions. 

Previously, costs incurred during a 
fiscal year were recovered during the 
following fiscal year by means of an 
interim and final assessment. In line 
with government initiatives with 
respect to improving cash manage- 
ment, the Office has modified its 
assessment procedures so that costs 
are now recovered for the most part 
in the same fiscal year as they are 
incurred. 

Costs incurred in connection 
with the liquidation of supervised 


insurance companies that have failed 
are also fully recovered from the 
industry. Expenses in connection 
with work done for the Canada 
Pension Plan and the Canada Deposit 
Insurance Corporation are recovered 
from those organizations. 

Finance also prepares the Office’s 
multi-year operational planning docu- 
ments, Main Estimates submissions, 
and Public Accounts documents 
required by central agencies. In addi- 
tion, the Division maintains compu- 
terized budgetary and commitment/ 
cash control systems for all Office 
expenditures and distributes monthly 
reports to all levels of management in 
the Office. 

Other work of the Finance Division 
includes administering the provisions 
of the Civil Service Insurance Act 
and collecting premium taxes 
pursuant to the provisions of the 
Excise Tax Act, Part I. 
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Complaints Communications and Public Affairs 


and Enquiries 


Communications and 
Public Affairs 


The Communications and Public’ 
Affairs Division is responsible for 
editing, translating, designing and 
publishing reports and documents 
produced by the operating sectors. 
The Division also prepares the annual 
report and other reports, bulletins 
and updates to industry. Communi- 
cations and Public Affairs handles 
correspondence related to financial 
institutions on behalf of the Minister 
of Finance and the Ministers of State 
(Finance), and liaises with the 
Ministers’ offices, Members of 
Parliament, Standing Committees of 
the House of Commons and Senate, 
and parliamentary and members’ 
staff. Communications and Public 
Affairs also produces internal 
communications and publications, 
including the Office’s newsletter, 
Action/Réaction. 

Staff in the Division work closely 
with the public relations departments 
of various industry associations 
and professional groups, and the 
Director represents the Office on 
several intergovernmental/private 
sector task forces and committees 
dealing with matters affecting the 
public. The Division is also respon- 
sible for media relations, advance 
briefings, scheduling interviews and 
providing information about matters 
of interest to the press and the 
general public. 


Director, 

Communications 

and Public Affairs 

N. Murphy 

| 

Complaints and Information 
Enquiries Officers 
M. Beaudry L. Dessaint 
L. Laramée C. Dignard 
D. Karlovcec B. Jarosz 


J. Lafontaine 


Dealing with Enquiries 
and Complaints 


Communications and Public Affairs 
Division is also responsible for deal- 
ing with complaints and enquiries 
from the public about financial 
institutions. Our role is a mediator’s 
role; we are not judges and juries and 
we don’t have the power to require 
that settlements or restitutions be 
made. When we are called upon by 
consumers to mediate, we do our 
best to bring the consumer and the 
financial institution together to solve 
the problem. 

Our first question to a caller is, 
“Have you contacted the bank (or 
trust company or insurance company) 
about this?” In over 90 per cent of 
cases, people haven't. They've come 
straight to us without going first to 
the places that can solve their 
problems. Financial institutions can’t 
do anything about problems if they 
don’t know that people have them. 
So we encourage callers to contact 
the institution, explain the problem 
and see what can be done. In all but a 
very few situations, the problem is 
resolved that way, and the error, 
misunderstanding, or confusion is 
cleared up quickly. The difficulty is 
sometimes convincing people that it’s 
okay to talk to the financial institu- 
tions; they really aren’t as intimidat- 
ing as some folks think they are. 
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Question Box 


How do I get my locked-in RRSP out so that I can 
buy a house? 


Can I open a bank account downtown even 
though I don’t live there? 


Why don’t I get the same story from everybody 
I talk to in one branch of one trust company? 


Is my annuity safe with XYZ insurance company? 


I'm going to open a bank account in Russia. Do 
I have to report any money invested outside 
Canada? 


I want to sue XYZ insurance company. Who do 
I call? 


Why did the bank freeze my account? 


What’s the difference between a trust company 
and a bank? 


I think the bank teller raided my safety deposit 
box and I want my stuff back! 


I defaulted on a loan and then they took money 
out of my savings account to cover what I owed. 
Can they do that? 


Over 10,000 Calls 
and Letters 


Since September 1991, we dealt with 
10,175 calls and letters from people 
asking questions, making complaints, 
and seeking information about a 
whole range of things. The Question 
Box on this page gives a sample of 
the kinds of questions that people ask 
on any given day. The answers come 
from the team of knowledgeable, 
patient, tactful and helpful people 
who make up the Complaints and 
Enquiries unit in Communications 
and Public Affairs. 

Of the 10,175 calls and letters, 
2,802 concerned deposit-taking 
financial institutions: 2,295 about 
chartered banks; 507 about trust and 
loan companies. Customers of life 
insurance companies and property 
and casualty insurance companies 
and people asking about federally 
regulated pension plans made 
564 contacts with our Division. 

The exhibit on this page shows the 
nature and number of complaints and 
enquiries concerning all these 
institutions. 

It’s important to note here that 
most enquiries or complaints about 
insurance companies are matters that 
are handled by provincial super- 
intendents of insurance, not by the 
federal government. When we get 
calls or letters about these issues, 
we refer people to the appropriate 
provincial authority. 

Two-thirds of all the calls and 
letters we received dealt with all sorts 
of matters that the Office doesn’t 
regulate or supervise. These 6,809 
people asked for information about 
how the deposit insurance system 
works, how institutions calculate 
interest on loans, how savings and 
loan banks in the United States work, 


what Parliament does, whether the 
National Gallery is open on Sundays, 
how insurance companies find out if 
you're telling the truth about your car 
accident. 

Staff either answer these questions 
(we have some knowledge of parlia- 
mentary procedure, for example, and 
we knew that the Gallery was open 
on Sunday) or send the caller off to 
the appropriate source for the 
information they need. We work 
closely in this respect, for instance, 
with the Canada Deposit Insurance 
Corporation and the operators of 
CDIC’s toll-free telephone line, 
making sure that the information we 
give to callers is consistent and clear 
and that we are all singing from the 
same song sheet. We also have co- 
operative and friendly contacts in the 
various associations that represent 
the industries we supervise, and we 
have regular conversations with 
dedicated staff in every financial 
institution that anyone has ever called 
us about. 
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New Laws Deal 
with Complaints 


The new financial institutions 
legislation that was proclaimed in 
June 1992 provided new consumer- 
related responsibilities for our 
Division and for the financial insti- 
tutions that the Office regulates. 

The new law sets out these 
requirements: 


e Financial institutions have to set 
up complaint-handling procedures so 
that people can know whom to 

talk to if they have a question or a 
complaint about something that’s 
going on with their deposit account 
or insurance policy. 


e The institutions have to advise 
their customers of the complaint- 
handling procedures and they have to 
let people know that they can con- 
tact our Office if they are not satisfied 
with the way that the institution has 
handled their complaint. 


e The institutions have to tell our 
Office what their complaint-handling 
procedures are and must advise us 
when they change anything. 

e The institutions have to name 
individuals to be responsible overall 
for complaint handling. 


e Our Office must keep track of the 
kinds of complaints and enquiries 
that we receive, and we have to 
devote a section in our annual report 
to the whole business of complaints, 
their nature, and how they were 
handled, both by us and by the 
institutions. 


Consumers Have 
Some Responsibilities 


Consumers also have some 
responsibilities in all of this. First, 

it’s important that consumers learn as 
much as they can about the various 
financial institutions that they are 
dealing with so that they make good 
choices about what to do with their 
money. Second, if customers do have 
complaints, it’s important that they 
take those complaints first to the 
people who can immediately do 
something about the problem — the 
trust company or bank or insurance 
company that they are complaining 
about. Third, and especially im- 
portant, consumers have to work at 
not being intimidated by the financial 
institutions that they are dealing with; 
they have a right to know what’s 
going on with their money and they 
have a responsibility to understand 
what’s happening to it, wherever 
they've decided to keep it. 

One of the most frequent 
comments that we hear in our 
Division is: “I would have gone to 
complain at the bank, but I was 
afraid...” Afraid that “they wouldn’t do 


ee 
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anything.” Afraid that “I wouldn't 
understand what they were talking 
about.” Afraid that “they'd give me 
the runaround.” Afraid that “I'd 
look stupid.” 

We are all customers of financial 
institutions. We might have to 
work hard to get beyond feeling 
inadequate in the face of new 
products and new words and new 
ways of doing things. But the effort is 
worth while; it’s our money and we 
have a responsibility to know what’s 
happening with it and to understand 
how the system works. 


Institutions Have 
Responsibilities, Too 


The financial institutions have a 
responsibility, too. Most of them 
seem to be hearing the message that 
consumers need information and 
need to understand what’s happening 
with their money. Financial insti- 
tutions have to be more “user 
friendly”, they have to take the time 
that’s needed to help people under- 
stand some often very complex 
matters. They have to listen. They 
have to continue to train and update 
their staff so that customers get 
consistent and correct information 
from everyone they talk to in an 
institution. There are certainly 
indications that financial institutions 
of all kinds are trying to do all this. 
Some branches of the financial 
services industry are ahead of others 
in this respect. That’s a reason, 
we believe, that we receive more 
enquiries about banks than about 
other financial institutions: the 
chartered banks have, for example, 
made a concerted effort since 1988 to 


tell their customers how to complain 
if they want to and how, if they’re not 
happy with the way a complaint has 
been handled, they may contact our 
Office. Some of the larger trust 
companies also began several years 
ago to inform customers about 
complaints and enquiries and our role 
in dealing with them. Again, the pro- 
vincial superintendents of insurance 
have complete jurisdiction in many 
areas; for that reason, we receive 
fewer calls about insurance compa- 
nies than about federally regulated 
deposit-taking institutions, for 
example. Still, all financial institu- 
tions, large or small, that deal with 
customers must now have mechan- 
isms in place to handle problems in 
an active, up-front way. 


Questionnaire about 
Complaint Handling 


In June, as soon as the new legislation 
was proclaimed, we sent a question- 
naire to all the financial institutions 
asking them to file their complaint- 
handling procedures with our Office 
and to tell us how they planned to 
inform their customers about us. 

We sent 552 questionnaires; 322, 
or 58 per cent, had been returned to 
our Office by the time we went to 
press with this report. The response 
rate to 1 September is as follows: 


Chartered Banks 


(Schedules I and ID 77% 
Trust Companies 58% 
Loan Companies 33% 
Property and Casualty Companies 55% 
Life Insurance Companies 58% 


Some institutions that have not 
yet responded formally to our 
questionnaire are awaiting formal 
concurrence from their boards of 
directors. Others are starting a new 
set of procedures from scratch and 


have reported that they have a way to 
go before all systems are up and 
running. 

The banks, which for the most part 
have had complaint-handling proce- 
dures formally in place for some time, 
are well ahead of other financial 
institutions in filing their procedures 
with our Office. The other institu- 
tions, for whom this approach is 
newer, are working to get their 
procedures in place. Institutions that 
do not deal directly with the public 
have advised us of this fact; reinsur- 
ance companies are a good example. 

We will follow up those question- 
naires that have gone unanswered as 
part of our ongoing monitoring for 
compliance with the new legislation. 
We'll report the results in next year’s 
annual report. 

Customers of any institution are, of 
course, welcome to contact us if they 
find their financial institution is not 
complying with this aspect of the 
new legislation. 


Institutions Set Up 
Their Own Procedures 


The law hasn’t told financial 
institutions how they should handle 
complaints, just that they have to 
handle them. Institutions are free to 
establish their own procedures — the 
things that they believe will work 
best for their customers — as long as 
they include the requirements that 
are in the law, let people know what 
the procedures are and how to use 
them, and tell people how to contact 
the Office if they want to. 

Our Division is in regular contact 
with financial institutions and we also 
hold meetings periodically with 
representatives of the financial insti- 
tutions to discuss complaints and 
enquiries, to work out ways that we 
can improve service to the public and 
to bring the attention of institutions 
to any trends that we may see in our 
day-to-day work. During our meetings 
this coming year, we will review the 
questionnaire responses with 
industry associations and complaint 
handlers to make sure that everyone 
is complying with the new rules. 


Number of Letters and Calls 
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Some Things Fall 
Through the Cracks 


We believe that the financial 
institutions are sincere in their desire 
to keep their customers happy. 
Happy customers who feel well 
treated by an institution continue to 
keep their money or policies with the 
institution that’s making them happy. 
Institutions certainly know that; 
competition is such that all institu- 
tions are working hard to keep their 
customers. 

But some things fall through the 
cracks. We have not been able to 
identify any trends of complaints this 
year; there appears to be no major 
issue over which the public is rising 
up to complain in one voice. Bank 
service charges was an issue like that 
five years ago; of our over 10,000 
calls this year, though, we heard 
about service charges from just 
171 people, and most of those calls 
were questions about how service 
charges are determined or demands 
that all services provided by all finan- 
cial institutions should be totally free. 
We put these callers back in touch 
with their own financial institutions. 

Folowing is the breakdown of the 
calls that we have received this year 


Complaints and Enquiries 


— renee 


concerning the institutions that the 
Office supervises. 

Over 90 per cent were handled 
immediately and to the customers’ 
satisfaction by the financial institu- 
tions, as soon as they heard from us 
about the complaint; these customers 
had not gone first to their financial 
institutions. For example: 


The complaint: 


My mother in law, visiting from 
England, went to a bank near a shop- 
ping centre to cash some traveller’s 
cheques. She countersigned them 
and was asked for her passport. The 
teller said that the signature in the 
passport didn’t match the one on the 
traveller's cheque. They wouldn’t 
cash the cheques. Now they are 
endorsed and they’re useless and 
Iam angry. We were so mad, we just 
left and called you. 


The solution: 


We contacted the bank. The person 
in charge of handling complaints 
looked into the situation and, after 
having contacted the customer, came 
back to us by the end of the day with 
this information. First, the teller took 
all the right initial steps. He carefully 
checked the signature on the travel- 
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ler’s cheque and the countersigning 
and tried to match those with the 
passport. The signatures didn’t 
match; the teller refused to cash the 
cheque. Those are the rules and they 
are prudent. But the teller didn’t have 
all the information. No one told him 
that the woman who was trying to 
cash the cheque had hurt her hand 
and, when signing her passport, had 
been unable to form her signature in 
the usual way. Now her signature was 
back to normal, but it didn’t match 
the passport. Had the teller known 
that, he would have asked for 
another piece of identification, 
perhaps signed before or after the 
hand injury. There would have been 
no problem. The customer was asked 
to present the already-countersigned 
cheques along with another piece of 
identification showing her signature; 
the cheques were cashed. 


About 6 per cent of callers 
were asking the Office to make the 
financial institutions do what the 
customers wanted, even though the 
customers were clearly in the wrong. 
For example: 


The complaint: 


My wallet was stolen and the thief 
took out all the money I had in my 
savings account using my ABM card. 
I reported the stolen card to the trust 
company the same day it was taken, 
but the thief beat me to it. The trust 
company says that there’s nothing it 
can do to help me because I had my 
personal identification number 
written on my ABM card. That’s not 
fair. They should pay me back the 
money because they let it be stolen 
and you have to make them. 


The solution: 


We explained to the customer that he 
did the right thing by contacting the 
trust company as soon as he realized 
his card was gone. We talked about 
the terms and conditions of the 
agreement that he signed when he 
got his card and he confirmed that he 
was well aware that his PIN should 
not have been written on his ABM 
card. He said, however, that he could 
never remember the PIN and that he 
had to write it on the card because if 
he wrote it somewhere else he’d lose 
it; that’s what happened the last time 
he had an ABM card that he lost 
somewhere. We contacted the trust 
company; staff had had the same 
conversation with this gentleman. 
The money was not paid back; the 
trust company suggested that this 
person consider using teller services 
rather than ABM services and assisted 
him in setting up an appropriate 
account to meet his needs. 


In about 3 per cent of cases, 
we had to mediate with financial 
institutions on behalf of customers 
who were, in our view, not being 
treated appropriately; most of these 
cases were related to what customers 
saw as poor customer service or poor 
quality of service, for example, being 
treated rudely by staff or being 
given a runaround when seeking 
information, or being harassed. 
For example: 


The complaint: 


I have a mortgage and two personal 
loans with a financial institution and 
I have insurance on all of that. Last 
November I had to stop working 
because I was sick. I still am. I was 
self-employed up til then. For the 
past two months, the financial insti- 
tution has been harassing me and 
telling me to make mortgage paY- 


ments. I told the financial institution 
seven times that my insurance 
company should be making those 
payments because I have this 
insurance. All this is just making 

me sicker. Do something. 


The solution: 


We contacted the head office of 
the financial institution and set the 
problem before the complaint- 
handling staff. The complaint- 
handling staff undertook first to 
contact the customer, with whom 
they had spoken before, to try to 
work things out. They also undertook 
to contact the insurance company 
and, at the same time, to tell their 
own branch to stop requesting 
payments from this customer until 
the matter was resolved. Five days 
later, we received a phone call from 
the financial institution’s complaint- 
handling staff saying that the matter 
had been cleared up, entirely in the 
customer’s favour. The insurance 
company would be making the 
payments and the customer could 
stop worrying about that. 
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In 1 per cent of cases, the matters 
had gone beyond the mandate and 
purview of the Office because the 
issues were already before a court of 
law, for example, or because the 
customet’s lawyers and the institu- 
tion’s lawyers were working out 
solutions. 

Notwithstanding the examples 
given here, it is very important to 
realize that the institutions them- 
selves are dealing day to day with 
their own customers — we don’t get 
very many calls or letters at all, con- 
sidering the number of Canadians 
who have bank accounts, insurance 
policies, and so on. The complaint- 
handling procedures that the financial 
institutions have in place appear to 
be working. If they weren’t, we think 
we'd hear from a lot more people 
than we do. 

We welcome calls from customers 
of all federally regulated financial 
institutions. We encourage customers 
to call their institutions first, before 
they call us; their problem will 
probably be solved straight away. 
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